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Reconstruction —~ A New Era 


By JOSEPH STAGG LAWRENCE 
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Federal Guaranty of Bank Deposits 


By ARTHUR CRAWFORD 


* * * 


Rebuilding Public Confidence 


By PRESTON E. REED 


And Other Features by 


ANDREW J. KOLAR « « « 
° * * RUEL McDANIEL « « * «* «* ART 
HUR J. 
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Steamship tickets, hotel reserva- 
tions, itineraries, cruises and tours 
planned and booked to any part of 
the world by the American Express 
Travel Service. 








topping Leaks 


In Business 


USINESS houses are now more 
diligent than ever before in 
forestalling losses. The margins be- 
tween gross and net profit do not 
permit even the smallest leak. One 
item of expense which is being 
more carefully watched is the cost 
of travel by executives and sales- 
men. Costs are pared and unfore- 
seen trips are reduced toa minimum. 
All such travel requires ready 
funds to meet day by day expenses. 
If these funds are in the form of 
cash there is the serious risk of loss 
or theft. Such losses are more fre- 
quent than is generally realized. 
Cash in itself is a disturbing travel 
companion. The close relationship 
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which exists between a business 
house and its bank makes it pos- 
sible for the banker to materially aid 
in lessening these potential losses. 

In the same way that advice is 
given on credits, advice can also be 
given on safeguarding the firm’s 
travel funds. If organizations are en- 
couraged to equip their officers and 
salesmen with American Express 
Travelers Cheques, a worth while 
practice is started, which soon be- 
comes a routine rule of the firm. 
This practice results in an ever- 
increasing profit to the bank. 

There are many firms which have 
established this rule. It is a wise 
precaution. 





AMERICAN EXPRESS TRAVELERS CHEQUES 


AND TRAVEL SERVICE 
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HERBERT SHRYER 
1882 - 1933 


T is with deep regret that the publishers are called 

upon to record here the passing of Herbert Shryer 

who, for sixteen years, has edited The Burroughs 
Clearing House. His death marks the departure of a 
capable editor, a sincere friend and associate. 


He first became ill in October of last year. An opera- 
tion, in December, failed to restore his health. He died 
at his home in Detroit on March 29, leaving his wife and 


two young daughters. 


Mr. Shryer was born in Terre Haute, Indiana, July 23, 
1882, and attended the public schools in that city. Later 
he was graduated, a chemical engineer, from Rose 
Polytechnic Institute. For some years he followed that 
profession energetically, in the plants of the American 


Tinplate Company and Procter and Gamble. 


In 1907, he broke away from his early profession to 
follow a yearning to write. His first venture in this 
direction was a small publication in Detroit. Three years 
later he joined the editorial staff of The Detroit News, and 


soon became its financial editor. 


After seven years in that position, Mr. Shryer left to 
become associate editor of The Burroughs Clearing 
House, then entering the second year of its existence. 
The following year, 1917, he took over its destiny as editor. 


It is largely through his efforts that this publication 
has gained its present standing among members of the 
banking and financial fraternity. It is through those same 
forts that he gained the many friends who will share the 
Sorrow of his going. 
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HERE IN THE HOME OF THE 
FOURTH FEDERAL RESERVE BANK 


C),, department of bank relationships has 


been unusually busy counseling with bankers faced with 


new prol ylems. 


Thorough acquaintance with the new regulations estab- 
lished by the United States Treasury and the Federal 
Reserve, has given us the welcome opportunity to make 


this counsel and our facilities helpful in many ways. 


We invite new correspondent relationships on the 


strength of a half century of experience and active co- 


operation with banks and bankers everywhere. 


—— ie 
== 


2 CENTRAL UNITED 


@\ NATIONAL BANK 
of Cleveland 
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In writing to advertisers please mention The Burroughs Clearing House 
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One industry that promises 

a speedy comeback is the 

brewing industry. This view 

shows one brewery getting 
into production 





Keystone 


RECONSTRUCTION— 


A New Era 


by 
RE the term of Franklin Delano JOSEPH STAGG LAWRENCE [and was in the throes of an unprece- 


Roosevelt as President of the ; eamictnasaeaie dented and nation-wide paralysis of 

United States was one month Editor, The ECONOSTAT banking facilities. That and _ the 
old it became apparent that the intimately related currency problem 
country was entering upon a new era, a period of recon- were hurled at the head of the new administration. He had 
sttuclion and profound adjustment to a new order of no other choice but to catch it and use it as the cornerstone 
economic life. The years of exuberance which announced in the edifice of revival. There followed in rapid succession 
their exit in the stock market crash in the fall of 1929 have prohibition modification, government economy, unemploy- 
exacled their penance. It is a reasonable conclusion that ment and farm relief. In each case the administration 
the sins of over-optimism which led the land astray in charted a bold pioneer course which refused to be checked 
those years have been amply expiated. The country under or deflected by tradition. The same spirit of non-conven- 
the aggressive leadership of a new chief executive is already tional freedom which led him to remove restraints from his 


engaged in sweeping away the debris of the last three years press conferences, to eat luncheon at his desk, to appoint 
and preparing a secure foundation for the saner years in a woman to his cabinet, motivated his approach to the 
View. 


greater problems of the nation. 

By all odds the most important, as it was the most 
urgent, of his problems was the erisis in banking which 
greeted him in full virulence on the day of inauguration. 
The antecedents must be stated that the remedy and the 


The plans of the Federal government have assumed 
sufficiently definite form in at least six distinct fields to 
make possible some appraisal of the prospects. On the 
Very day that the President took his oath of office the 
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prospect may be understood. Eanks 
are inherently and unavoidably pur- 
veyors of risk. Every time a bank 
lends Jones $1,000 or buys a bond it 
assumes the risk of loss. It is impos- 
sible for a bank that wishes to remain 
a vital force in the community to 
dissociate itself so completely from 
the risk of loans and investments as 
to be immune from those tempests 
which periodically assail all economi- 
cally mature communities. Thus when 
the storm breaks and Jones is unable 
to pay his note and the bond depre- 
ciates it is the consequence of an 
inevitable hazard of banking and is in 
no sense any reflection upon the 
probity or capacity of the banker. 
This is an allowance which few depos- 
itors will make. They have fixed 
claims against the bank whose nominal 
value is not affected by those variations 
in business fortune which leave their 
scars upon the bank. As capital is 
impaired and some banks fail, deposi- 
tors in general become apprehensive 
and demand the conversion of their 
deposits into cash. With total deposits 
of $42 billion and normal currency 
requirements of $4.5 billion the com- 
plete redemption of deposits in cash 
is impossible. Yet this is precisely 
what depositors throughout the coun- 
try were attempting to do. An 
armistice upon this violation of con- 
fidence became necessary. 

The program of the Federal govern- 
ment developed in two directions. 
The first consisted in providing a 
sufficient quantity of currency to meet 
the demands of depositors and the 
second was a nation-wide certification 
of good banks in order to protect them 
from the hysteria of depositors. The 
government at once impounded all the 
gold in the vaults of the country’s 


banks and using pressure secured the 
return of more than $500 million in 
gold which had previously been with- 
drawn. It placed an embargo upon 
the export of gold. Then the Bureau 
of Engraving worked overtime to print 
a new form of currency to be backed 
by government bonds and eligible 
paper, collateral which would have 
made possible a maximum issue of 
twenty billion dollars in currency. 
With the opening of the banks and the 
restoration of confidence deposits and 
currency started to flow back. The 
printing of emergency currency halted 
at a time when approximately $2 
billion had been printed. This is now 
being issued to replace Federal Reserve 
notes and gold certificates. The latter 
have minimum gold reserve require- 
ments of 40 and 100 per cent, respec- 
tively. The new currency calls for no 
gold reserve. The result is an increase 
in the amount of free gold available 
to the Federal Reserve banks and an 
increased capacity to meet future 
emergencies. This is an important 
factor in international confidence in 
the dollar and also offers a certain 
assurance at home against the fear of 
unlicensed inflation. 


HE great virtue in the bank holiday 

is that it permitted visitorial agents 
of the central government in the case 
of member banks and of state govern- 
ments in the case of state banks to 
make examination of each bank before 
it opened and to give what amounted 
to a bill of clean health. At the time 
of writing more than 15,000 banks have 
earned this certificate of merit and are 
again serving their communities. While 
the government has in no sense guar- 
anteed the deposits of these banks it 
has in effect said to the depositor, 


THE BURROUGHS J 


““We have examined these banks and j 
found them fully capable of meeting 7 


all their obligations unconditionally, 
They are entitled to your support.” 
This strikes at the very root of the fear 
psychology which has paralyzed the 
banking system during the past year. 
The transformation furthermore has 
been accomplished without any under- 
writing of bank assets or any plan of 
inflation which might undermine the 
integrity of the monetary standard. 
Its effects, already evident in a return 
flow of currency and a rise in bank 
deposits, should remove a_ serious 
strain from the banking system and 
enable the banks to resume the service 
of their communities. 

The treatment of the banks which 
failed to open, some 3,000 in number, 
constitutes a special problem. If the 
plan followed in the organization of 
the National Bank of Detroit is a 
model the procedure is somewhat as 
follows: The liquid assets of the old 
bank are purchased by a new bank, 
adequate capital is provided in equal 
portions by private citizens and the 


government and the new bank started | 


completely liquid and free from all 
conditions retarding payment of 
deposits. 
old institution are placed in the hands 
of a conservator, liquidated in orderly 
fashion and the depositors paid. Some 
losses, of course, will result. The 
great point to emphasize is that all the 
non-liquid assets of the old institution 
are earmarked, frankly recognized 
and treated accordingly. The depos- 
itors, the bank and the community all 
know exactly where they stand and 
the fog of doubt, the great breeder of 
fatal fears is dissipated. 

Prohibition and government econ- 
omy are two departures from recent 
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tradition and vitally affect the future. 
The legalization of 3.2 per cent beer 
sounds the death knell of a parasitic 
and criminal breeding industry which, 
according to the Association Opposed 
to the Prohibition Amendment, ac- 
counted for more than $2.5 billion of 
the American income in 1929. The 
greater part of this was spent in the 
effort to evade the law and only a 
small portion constructively for mate- 
rial and labor of a wholesome char- 
acter. It is possible that the beneficial 
effects of the beer legislation have 
already been exaggerated by over 
enthusiastic and impatient parched 
throats. The sanest view of the matter 
is to regard brewing not as a new 
industry but rather one that is being 
transformed from an illicit into a legal 
industry. It is in this light that the 
gains in employment, the increased 
consumption of materials and new 
construction must be regarded. Esti- 
mates of a million new jobs must be 
placed beside the sober statistics of 
the pre-war liquor industry. Making 
full allowance for brewery workers, 
bartenders, salaried employees and 
retailers the entire liquor industry 
before the war hardly accounted for 
300,000 workers. Approximately $75,- 
000,000 in new construction has 
already been let since the first of 
December and more is undoubtedly in 
preparation at present. Beer and 
liquor at the outside do not require 
more than 2 per cent of the grain 
produced in this country. Since a 
substantial amount is already being 
used in illicit manufacture the gain 
Will be insignificant. 

The best news which the beer bill 


brings is the restoration of a source of 
revenue which for almost every other 
nation on earth has proved to be the 
most prolific and least objectionable 
source of government income. England 
collects a per capita liquor tax of 
$14.93. Denmark, Finland and Nor- 
way collect approximately 20 per cent 
of their revenue in the form of an 
excise tax on alcoholic beverages. If 
we should attain the tax paying 
capacity of the English on beer, wine 
and spirits it would result in a revenue 
exceeding $2 billion. In the beginning, 
with a tax of $5 a barrel on beer, it is 
doubtful if the Federal revenue from 
this source will exceed the Treasury 
estimate of $125 million. However, it 
is a comfortable prospect to contem- 
plate containing as it does the promise 
of relief from other forms of taxation. 


Altl ED with prohibition in its prom- 

ise of relief for the taxpayer is the 
assurance of government economy. Con- 
crete indications of this have already 
made their appearance in the form of a 
cut in veteran expenditures, a reduc- 
tion in the salaries of federal employees 
and the consolidation of the tangled 
and conflicting agencies of farm credit 
in the capital. Veteran expenditures 
to date have resisted all efforts of cur- 
tailment. During the year ended 
June 30, 1932, they fell a trifle short of 
a billion dollars in the face of gross 
federal revenue from all forms of 
taxation slightly in excess of $2 billion. 
Out of every hundred dollars which 
Uncle Sam collected from hard-pressed 
taxpayers, forty-nine were paid out for 
pensions and veteran relief. This item 
will account for an estimated saving 


of $480 million. The elimination of 
many unnecessary bureaus through 
such reorganizations as that which is 
now being effected among agricultural 
credit agencies will reduce the cost of 
government administration $250 mil- 
lion. A 15 per cent cut in salaries will 
account for $75 million and an equal 
amount is being found in the post 
office department. This makes a grand 
total of $880 million and will cut 
approximately 30 per cent from the 
normal budget of Uncle Sam. 

At this point the government 
indulges in a bit of financial legerde- 
main. It must be obvious that govern- 
ment economies along the previously 
mentioned lines will mean nothing to 
the taxpayer if emergency expenditures 
are undertaken at the same time. This 
delicate dilemma the government will 
handle by the creation of an extraordi- 
nary budget to include such emergency 
items as R. F. C. loans and relief to 
states. These are to be treated in 
exactly the same fashion as a war cost, 
financed by bond sales and written off 
during better years. The procedure 
finds ample precedent in European 
fiscal history and has the approval of 
many highly reputed students of 
budgetary practice. 

A moment’s reflection will reveal 
the substantial justice in this proce- 
dure. The deficit for the fiscal year 
ending June 30, 1932, amounted to 
$2,885,000,000. Much of this under 
sound accounting procedure has no 
place in a budget covering current 
expenditures. Reconstruction Finance 
Corporation loans are with few excep- 
tions of a capital nature and entirely 
recoverable. Other items such as the 


(Continued on page 20) 
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Rebuilding 


by PRESTON E. REED 


Executive Secretary, Financial Advertisers 
Association 


ANKS are really beginning work 
on the big task that faces them 
of rebuilding public confidence. 
This is an indication of the bankers’ 
own improved morale, for before the 
moratorium a general feeling prevailed 
that things were so bad there was 


little use trying to do anything to — sible for the advertising policies of beyond all forgetting that public 


improve them. 


For instance, late last summer I had disclosed such a divergence of opinion them as are sound investments and 
individual talks with the men respon- and intention about their advertising — liquid loans. So they are doing some- 
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PUBLIC 
CONFIDENCE. 


In starting to advertise intelligently without 
losing any time, banks are taking advantage 
in common-sense fashion of an opportunity 
such as they have not had for years. If a 
bank is now open, the people assume with 
reason that it 1s sound.—The Author. 


forty-odd major banks. These men confidence is exactly as important to 


that it was plain thing constructive about it. 











that the country’s Even between March 4 and March 


trouble without any in ever so long, many a_ banker 





Where Your 


SAVINGS 


Serve Industry! 


The dollars you save with this 
bank help to sustain the activ- 
ity of local industries, stores 
and other business enterprises. 
For 117 vears this institution 
has been identified with Jef- 
ferson County’s business de- 
velopment. Its long record of 
conservatism assures deposit- 
ors—both old and new—of 
complete protection for their 
funds. 


Depository of the 
United States and 
County of Jefferson 
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aes banks would drift’ 13, bank advertising showed signs of 
oasmene SERVICE ameeng into the looming returning vitality. For the first time 


TIONAL EXCHANGE 


BANK AND 
TRUST COMPANY 





really intelligent recognized he had something to say 
effort to avert it by that the public needed to know and 
winning public con- that he needed to have the public 
fidence. know. So he got it off his chest, most 

Perhaps the most often in an extremely crowded half 
hopeful sign today 
















is that bankers are At the left is one of a series of newspaper 
abandoning this advertisements run by The National Ex- 
laissez faire attitude change Bank of Steubenville, Ohio, upon 


reopening. Below is a confidence building 
statement issued by the Farmers and 
Fruitgrowers Bank of Medford, Oregon 


They have learned 











Thank You, People 
of Southern Oregon 


confidence you have shown in this bank and your 

sympathetic support during the recent bank holidays. 
This institution faces the future with confidence, certain that 
the crisis has passed and this country is now on its way to 
definite business recovery. The continued confidence of the 
people is essential to speedy improvement... . We feel that 
we have merited this confidence! 





W E WISH to express our sincere appreciation for the 












Farmers & Fruitgrowers Bank 


‘Partners in Community Development”’ 


to 
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CLEARING HOUSE 


page of small type. But the public 
read it, studied it, understood it. 
People would have read it if the type 
had been only half as large. News- 
paper files of that week disclose the 
rebirth of bank advertising. 

Everywhere since that time forceful 
advertising destined to rebuild public 
confidence has been breaking out like 
a rash. For instance, consider this 
recent bit of copy from the Exchange 
National Bank of Tampa: 

This bank is just as desirous of making 
sound business loans as it is of receiving 
deposits. We are particularly desirous of 
helping to finance production, manufactur- 
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that the public 
wants to know. 
And they are do- 
ing it in language 
that anybody 
with half a 
grammar - school 
education can- 


not misunder- : ee 
stand. 7 ; 
Probably as The holiday is over. We are here-as we re 

good an explana- have been every business day since July 1, t Fees 
tion as has been 1863: ready and able to extend to our de- | anes | 
set forth of the positors every banking facility permitted vi | . 
job ahead for under the regulations of the National 
bank advertising Banking System. 

We take this opportunity to express to 














Cr. FIRST 


14, 1865. 


tary of the Treasury 





ERA of prosperity x 
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NATIONAL BAN K of Atlanta 


Following the War between the States this Bank was 
the first Bank in Georgia to apply for a National Char- 


ter. It received its charter number 1559 on September 


Following the National Emergency Proclamation 
of the President of the United States, it applied for and 
received permission to resume unrestricted operations 


on March 13, 1933, under license issued by the Secre- 


WITH CAPITAL, SURPLUS AND PROFITS 
OF $12,000,000.00, this bank is amply able. and will 
cooperate in every way with the plans and courageous 


leadership of President Roosevelt to hasten the NEW 


“Serving the South for More Than Two-Thirds of a Century” 





ANEW DAY IS HERE fa 


our depositors and other friends our appre- 
ciation for their loyalty and patience dur- 
ing the past few days and to assure them 
of our desire to cooperate in the resump- 
tion of normal banking service. 


THE FIRST NATIONAL 
BANK AND TRUST COMPANY 


OF NEW HAVEN 
42 CHURCH STREET aT Chown 
MEMBER FEDERAL RESERVE SYSTEM 















































is one recently 
written by H. A. 
Lyon, advertis- 
ing manager of 
Bankers Trust 
Company and 
president of the 
Financial Adver- 
tisers Associa- 
tion. 
“President 
Roosevelt’sradio 























talk on March 12 








ing, transportation and the sale of Florida 
products such as cigars, phosphate rock, 
naval stores, lumber, citrus fruits, canned 
grapefruit, etc. All such loans must be 
Supported by definite responsibility and 
be self-liquidating. We are not particularly 
interested in financing deficits or losses, 
even when supported by good collateral. 

This has always been our policy. It is 
the best support we can give to the Presi- 
dent’s Program for putting people to 
work, and evidences the usefulness of a 
dependable and responsible bank serving 
the best interests of our people. 


The advertisement of the Tampa 
bank is typical of the intelligent job 
many banks are doing right now. They 
are telling the public frankly the facts 


did two things 

which banks 
should consider—he took the public 
into confidence and explained why and 
wherefore, and he talked a language 
that the public could comprehend. 
The going banks have an obligation 
and an opportunity to continue in 
this vein—individually or in groups 
they can explain to the public their 
functions, what banks may or may 
not do, and what the banks and the 
public may expect of one another. 
The light of publicity is essential if 
the public mind is to be illuminated, 
and if we are to continue to enjoy 


says or does may be dangerous, but 
the most dangerous of all may be to 
say and do nothing.” 


These two advertisements are interesting examples of layout and copy 
used in the larger centers. 


They were selected from the current 


files of The First National Bank of Atlanta, Atlanta, Georgia, and The 
First National Bank and Trust Company, New Haven, Connecticut 


In starting to advertise intelligently 
without losing any time, banks are 
taking advantage in common-sense 
fashion of an opportunity such as they 
have not had for years. With one 
stroke, the moratorium and its sub- 
sequent licensing of only those banks 
which the government could certify 
as safe has wiped away the public’s 
doubts about American banking. If 
a bank is now open, the people assume 
with reason that it is sound. Before 
March 13, even the banks with maxi- 
mum liquidity and unimpaired net 
worth were questioned. 


UT the restoration of confidence in 

the soundness of banks has not done 
away with the public’s memory of mis- 
steps and abuses which jeopardized so 
many institutions to the point where 
they could not withstand trouble. 
The typical bank customer today 
believes that his money is safe, but he 
has lost his implicit faith in the 
infallibility of bankers. No banker 
can say that this development is 
undeserved. But it leaves a_ large 
task ahead. 

Perhaps it is too early for bankers 
to begin thinking again in terms of 
competition. Certainly it is not the 
time to advertise in a way that may 
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build up public opinion for their own 
banks at the expense of tearing down 
the community’s other banks —if there 
ever should have been such a time! 
But it is not too early to begin to build 
public respect and belief in the policies 
and personnel of a given institution. 

This is the big job ahead of banking, 
and of every open bank. Until a bank 
has re-earned the faith of its depositors 
both through its banking and through 
its advertising, it can- 


THE BURROUGHS 


active bankers has the public been so 
avid for information about banks. 
Public libraries actually have been 
unable, ever since early March, to 
supply the demand for books on the 
elements of banking—and anybody 
who has ever waded through such 
books recognizes that few of them are 
sprightly reading even for the banker 
who is trying to brush up on first 
principles. Yes, the public is hunger- 


smaller communities still unawakened 
to the opportunity. But this is not, 
most happily, true. To be sure, one 
of the most unusual advertisements 
produced out of current conditions was 
that of The Northwestern National 
Bank of Minneapolis, reproduced on 
page eight. But in a number of major 
centers the response to this present 
opportunity has been surprisingly 
slight. 

At the same time, 





not consider itself recon- 
structed after the crisis 
of early March. 
Fortunately for all 
banking, the job is well 
under way in many com- 
munities. When one 
institution begins a con- 
structive program of 
advertising now, the 
other local banks usually 
fall into line. And when 
most of the banks of a 
city begin to advertise 
along the lines of frank 
information, they have 
taken the first step to- 
ward winning what may 
be a several years’ cam- 
paign in rebuilding 
themselves in the minds 
of their customers. 
Without attempting 
to treat the details of 
how to do it, a word of 
warning may be timely. 
For some reason not 
entirely clear, a great To 
many bankers whose 
across-the-table talk is 
pithy and specific fall 
into the mood for gen- To 
eralities when they write 
or edit advertising copy. 
Perhaps it is because 
they are so familiar with 
the workings of finance 
that they lose sight of 
the public’s deep igno- 
rance. So they permit 
platitudes to drip from 
their pens, and when the 
typical John Public 
finds his eye fallen on 


his 


To 





To the President of United States, 


NORTHWESTERN NATIONAL BANK 


many of the smaller 
cities are doing first-rate 
jobs. Consider, if you 
will, two advertisements 
which recently appeared 
in Fulton, New York. 


A TRIBUTE 


To the Sporting Blood The closing paragraph 


. of the copy of the 
of the American People Citizens National Bank 


and Trust Company of 
Fulton reads: 
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The Northwestern National Bank 


Your money OUT OF 
and its Minneapolis affiliates 


TOWN is no safer than 
in Fulton’s Banks. It is 
farlessconvenient. It costs 
you money as expenses 
every time you do any 
banking out of town. Your 
money elsewhere does not 


return to normal business 





* * * 





To the Broadcasting Companies: 
Cabinet and the Congress: 


action in rushing through needed 


You have been both prompt and generous im putting the 
latest news flashes and proclamations on the air, in order 


Your prompt, decisive that every one might be speedily informed of both national 






comedial eeaseree i without poraliel in the histery of end lucel developments as rapidly a they accurred. You y ne 3 j 
thie ome other wg The — with <i Seanad an effort to uahes thas announcement: help F ulton its industries, 
the Federal Reserve Banks assumed new duties and re- wiekly. and have done oo even at the cost of disruptin: : ; 

nb eaneneta eiliens to Ge quar Weed pssnitaistnes dorset ee its pay-rolls, its merchants 
prseenpk ste cat ce pase ete te ar to not or its citizens and tax 
connomie conditions, laying « foundeton on which to 10 Business Concerns: . , i 


build sound reeovery 


payers as a whole. Your 
money in Fulton’s Banks 
will do all of these things 
and will also help you. 
Your money in Fulton’s 
Banks is always entirely 
confidential and IS safe. 


You have. by example and publicity, expressed your 
confidence in the safety and soundness of our banking 
institutions, by advertising and announcing that you, 
would accept checks on our bank» in payment of eoods 
and by liberslizing credit io order that the needs of all 
might be supplied. 


the Customers of Our Banks: 


You accepted the unusual conditivns that arose from this 
banking holiday with good nature and sturdy patience. 
Your common sense attitude and confidence has been 
one of our most valued assets in the past. We take great 
pleasure in again resuming normal banking business. 


To Every American Citizen: 


the News-Gathering Services: 


The Associated Press. the United Press and the Dow-Jones 
Ticker Service—You have furnished inspiring examples 
of co-operation and quick service too numerous to cata- 
logue. You called on every available facility to relay the 
latest developments, to replace rumor with fect, and to humor and continued expressions of confidence in your 
furnish both us and the public with dependable news in bocal banks. 

the shortest time. e bad e 


You have shown qualities af true American sportemaaship 
and the common sense traits of our round, 
by ercepting the whole situation in o calm and gnod- 
natured manner. We feel justly proud that because of 
your faith in your banking institutions, you have lightened 
what might have been « very difficult <ituation with quod 


Equally good for its 
salty flavor, and apply- 
ing more to the one in- 
stitution than to the 
situation as a whole is 
this advertisement of 
Oswego County Trust 
Company of Fulton: 


For the Northwestern National Bank and its affiliates 

in Minneapolis. the “bank holiday” is over. tt began 

with « proclamativn by the Lieutenant Governor, later bd 
confirmed by the State Legislature. We resume normal 
business by virtue of a presidential proclamation and « 
special license issued by the Federal Reserve Bank by au 
thority of the Secretary of the Treasury. Announcement> 

of the opening of otber sound banks will follow. 


the Press: 


You have proved with 24-hour-adey duty your loyalty 
to the exacting credo of journalism, a true and accurate 
reporting of news facts, and giving those facts to the public 
as fast a0 the presses could print them. You have worked 
with an unselfish devotion that money cannot buy 


THE OFFICERS, DIRECTORS, AND EMPLOYEES OF THE 


MINNESOTA LOAN & TRUST COMPANY 


Six major depressions— 
1857, 1873, 1893, 1907, 1921, 
1929—have left this estab- 
lishment stronger and with 
richer experience to serve 





MIDLAND NATIONAL BANK AND TRUST COMPANY 


Affiliated with NORTHWEST BANCORPORATION 








the result, he either 
skips lightly over it to 
learn how the Athletics 


are doing, or else he reads it and finds 


he knows no more than before. 

And what a waste that is! 
of the advertising is only a fraction o 
the loss to the bank. 
when 
admitted that he needed the desired 
results of good advertising more than 
he needed the dollars it would cost. 
And John Public, when he read the 
platitudinous blurb, admitted he was 
looking for more information about his 
community’s banks. 

Never before in 


the memory of 


This is an unusually appropriate piece of advertising copy released by the 
Northwestern National Bank, Minneapolis, Minnesota, upon reopening 


The cost 


For the banker, 
he undertook this advertising, 


this community. Let 
seventy-seven years of valu- 
able banking experience 
guide your judgment in choosing your 
bank. 


ing after brass-tacks facts about their 
banks: all the banker has to do is to 
supply such facts, and let nature take 


- A somewhat different approach is 
{ its course. 


taken by the State-Planters Bank and 
Trust Company, Richmond, Virginia, 


IG city banks have as a class been ;, giving its policy on the extension 


more conspicuous for good advertis- 
ing than country banks —primarily 
no doubt, because their size permits 
them to delegate the advertising job 
to someone with the time and ability 
to do it justice. One might expect 


today to find the good advertising 
coming, only from the cities, with the 





of bank credit. An advertisement 
prepared by the bank is titled “A 
VITAL FACTOR IN PRESENT 
DAY BANK CREDIT,” and con- 
tains this message: 


Former generations can recall the days 
when bank credit was extended on general 
(Continued on page 20) 
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International 


by ARTHUR J. LINN 


(Written from Washington, D. C.) 


ANY an interesting story will be 
written on the effects of the 
operation of the “Bank Con- 
servation Act” (H. R. 1491) rushed 
through the newly organized Congress 
and made into law on March 9, 1933. 
One feature of the act that may 
soon be only a memory is the title 
creating emergency currency. Im- 
mediately on the passage of the act, 
the Secretary of the Treasury author- 
ized an issue of $2,000,000,000 and the 
new money was given the name of 
Federal Reserve Bank notes. Under 
the law, the new notes were to be 
issued to Federal Reserve banks 
against the security of obligations of 
the United States, at par, and against 


the deposit in the United States 
lreasury of notes, drafts, bills of 
exchange and bankers’ acceptances. 


In the case of the latter security, the 
issue of notes is limited to 90 per cent 
of the estimated value of the collateral 
deposited. The notes. constitute 
obligations of the Federal Reserve 
banks to which the notes were issued 
and are subject to the same one-half 


of 1 per cent tax as now attaches to 
national bank circulation. 

The Bureau of Engraving and 
Printing in Washington worked an 
extra force day and night on the new 
money in anticipation of the passage 
of this or some similar money measure. 
The full authorized issue of two billion 
dollars has never been printed and at 
this writing (March 25, 1933) the 
rush work at the Bureau is over. 
Emergency printing stopped on March 
23rd. Therein lies the story of the 
return of confidence. 

That the new circulation was not 
needed is a source of gratification to 
bankers. The return to the banks of 
money hoarded during the bank holi- 
days in the states was induced by the 
normal resumption of many institu- 
tions on March 13th, 14th and 15th 
by the threat by the Treasury of 
exposure of hoarders. The gold em- 
bargo ended the gold withdrawals. 
Gold reserves increased $503,000,000 
in the two weeks ending March 
23rd while Federal Reserve notes in 
circulation decreased $376,000,000 in 
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HKMERGEN CY Currency 


The Bureau of Engraving and Print- 

ing at Washington as it appeared at 

night while overtime shifts of em- 

ployees were rushing work on the 

two billion dollars of Federal Reserve 
Bank notes 


a week, the amount out- 
standing being reduced to 
$3,916,000,000 on March 23rd 
from $4,292,000,000 on 
March 15th. 

Having traced the return to 
work of these important sup- 
plies of money it is interesting 
to look into the demands for 
the new emergency currency. 
The latest Treasury announce- 
ment shows Federal Reserve 
Bank notes drawn by Federal 
Reserve banks as follows: 


New York..... $8,614,000 
Cleveland...... 619,000 
ae 31,000 
eee 5,000 


The notes furnished the 
New York district are backed 
entirely by a _ pledge of 
government securities while 
the Cleveland district has 
pledged an enormous total 
of eligible paper, principally 
bankers’ acceptances. 

The general non-acceptance of 
this currency and the previous failure 
of the national banks to avail them- 
selves of the additional circulation 
privilege permitted by the Glass- 
Steagall bill clearly indicates that 
even under present conditions, there 
is no shortage of money as a 
medium of exchange. Full use of the 
check and deposit privilege is vital to 
business and recovery depends in large 
part on a substantial increase in the 
supply of credit and an accelerated 
velocity in the use of credit instru- 
ments. 

Business men are becoming amused 
by the apparent controversy that has 
arisen among economists on the ques- 
tion of whether we are in a period of 
inflation or deflation. There are many 
arguments and examples that may be 
taken from classic economic theory to 
support either side. So far as the 
record of this new money is con- 
cerned, it contains no element of 
inflation, according to business men 
who try to view the whole situation, 


(Continued on page 29) 
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Wir the abolishing of the Federal 
Farm Board, Henry Morgenthau, Jr., 
becomes head of the succeeding agency, 
Farm Credit Administration, through 
his appointment by President Roose- 
velt, with the title of governor. The 
setup of the new Farm Credit Admin- 
istration is directed especially toward 
extending aid to farmers, and com- 
bines the credit extension activities 
formerly centered in the Farm Loan 
Board, the Treasury, Crop Production 
Office, Seed Loan Office, the R. F. C. 





I international: 


Winturor W. Avpricu, Chairman 
Governing Board and President of 
Chase National Bank, whose state- 
ments on banking have gained wide 
attention, is here shown leaving the 
White House after conferring with 
President Roosevelt. 

“We believe that what we propose 
is in the best interests of the bank and 
in accord not only with sound banking 
policy but responsive to enlightened 
public opinion,” Mr. Aldrich says in a 
statement to shareholders. He there- 
upon proposes that Chase Securities 
Corporation eliminate from its activ- 
ities the distributing of securities to 
the public and that the corporation 
limit its activities to administering its 
investments until appropriate disposi- 
tion can be made of them. He further 
proposes that Chase Harris Forbes 
Companies be liquidated. 
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and other agencies. It is the thought 
of the new administration that if a 
farmer wants credit from the govern- 


ment he can go to one place to get it. | 


The new Farm Credit Administration 
is also expected to provide the vehicle 
for operating the extensive refinanc- 
ing of agriculture included in the 


President’s program of reconstruction. 
“My first job,” said Governor Mor- 
genthau following his appointment, 
“is to get the government out of | 
stabilization.” 



























Keystone 


“Business is going on as usual,” was 
the resolute message from the stricken 
area of California following the recent 
earthquake. And here is a_ photo 
showing how the branch of the Bank 
of America at Compton, which was one 
of the worst sufferers from the quake 
and the recipient of 150 subsequent 
shocks, carried on. Undaunted, the 
Bank of America executives set up 
this emergency office at once in the 
engineering exposition building t0 
serve customers. 
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Watrer  S. 
recently named president of the new 
National Bank of Detroit, has had a 


McLucas, who was 


particularly successful career as a 
banker. He entered banking in 1908 
as cashier of the Merchants Bank, 
St. Joseph, Mo., next was elected vice- 
president, Commerce Trust Company, 
Kansas City, then vice-president Na- 
tional City Bank, New York, and re- 
centlychairman, Commerce Trust Com- 
pany, Kansas City. He was born at 
Newcastle, Indiana, July 28, 1875, 
and began work as a court reporter. 


Ewing Galloway 


“Cuicaco at Nicut,” a scene that 
will be witnessed by many bankers 
throughout the country when they 
visit the world’s fair or Century of 
Progress which is being held in Chicago 
between June 1 and November 1. This 


Eleven 








International 


THoucu it may not look it, there is 
half a million dollars worth of hoarded 
gold here being returned to the vaults 
of the Fidelity Union Trust Company 
at Newark, N. J. It is typical of 
hundreds of similar scenes throughout 
the country where gold came forth at 
the call of the federal government. 


view of Chicago is south from the 
Palmolive Building, with Michigan 
Avenue in the center, the lake front at 
the left. In the upper left, along the 
lake, is the location of the world’s fair 
grounds. 


F BROOKLYN 





ST 
ss 


‘Tue Dime Savings Bank of Brooklyn, 
Brooklyn, New York, lacks neither 
courage in the future nor in its own 
institution, and backed its courage 
recently, to the extent of some $3,000,- 
000, to erect the impressive new home 
shown above. ‘‘We got the benefit of a 





favorable labor and material market, 
and also gave employment to a num- 
ber of people,” says President Philip 
A. Benson. The Dime Savings Bank 
is the eighth largest mutual savings 
bank in the United States, having 
deposits close to $200,000,000. 
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FEDERAL GUARANTY 
of Bank Deposits 


by 
ARTHUR CRAWFORD 


NCREASED sentiment for some 
I form of guaranty or insurance of 

bank deposits has been a natural 
development in the consideration of 
permanent banking legislation. 

Radical and unthinkable as it might 
have seemed a few years ago some- 
thing of this nature would now appear 
merely another step in the expansion 
of governmental authority and respon- 
sibility forced by recent critical condi- 
tions. 

The banking crisis brought the 
government into a position of vastly 
greater power over the banks of the 
country. The emergency banking law 
enacted on the recommendation of 
President Roosevelt vested a new 
measure of control over banking in the 
Executive and in the Secretary of the 
Treasury. Under its terms the govern- 
ment has even gone into the banking 
business. It may not be long before 
the investments of the Reconstruction 
Finance Corporation in _ preferred 
stocks of reorganized banks total 
hundreds of millions besides the hun- 
dreds of millions previously loaned to 
banks. ‘Through conservators author- 
ized by the emergency law the govern- 


ment is in actual charge of many 
hundreds of banks. 
While proposals for a guaranty 


of deposits were rejected by President 
Roosevelt in framing the emergency 
law it does not necessarily follow that 
he will object to some form of govern- 
mental protection to depositors to 
follow a reorganization of banking on 
a new foundation. Under the emer- 
gency law the government assumed a 
moral responsibility for the safety of 
the banks, by approving their opening. 
In issuing permits to more than three- 
fourths of the banks of the country 
to reopen after the nation-wide holiday 
the Secretary of the Treasury certified 
that they were worthy of confidence. 
Under his direction the others will be 
placed in position to reopen or else 
eliminated from the banking system. 

Whether the idea is in conformity 
with previously held theories or not 
greater governmental responsibility 


From his vantage point in Washington, Mr. 
Crawford gives this first-hand word picture 
of the strong influences at work in Congress 
to establish some form of deposit guaranty 
or insurance as the next step in banking 


legislation. 


over banking cannot easily be avoided 
in the permanent reshaping of basic 
laws. In the light of the vivid demon- 


stration of the possibility of a complete 
collapse of the banking facilities a 
guaranty or insurance of deposits does 
not seem quite so abhorrent to many 





Underwood & Underwood 
REPRESENTATIVE STEAGALL 


Representative Henry B. Steagall, Alabama, 

chairman of the House banking and cur- 

rency committee, is a stanch advocate of 
federal guaranty of bank deposits 


minds as it did a few months ago. 
Heretofore the financial disasters en- 
countered by the eight states which 
have experimented with guaranty laws 
have furnished what appeared to be a 
good and sufficient reason why the 
federal government should not em- 
bark upon anything of this character. 


The breakdown of public confidence. 


in the banks has presented a new aspect 
to the situation. 


Unquestionably the government 
would have been subjected to huge 
losses if it had undertaken to blanket 
a guaranty over all banking operations 
as they existed at the time of the 
banking holiday. The government’s 
risk in a guaranty is lessened by the 
process of elimination which the banks 
have undergone. 


HOSE who advocate a guaranty 

contend that with more strict super- 
vision and with a tightening of require- 
ments under the prospective new 
permanent banking law it will be 
possible to avoid serious loss to the 
government. 

When the Democratic House ot 
Representatives a year ago passed the 
bill for a federal guaranty of bank 
deposits sponsored by Representative 
Henry B. Steagall of Alabama, chair- 
man of the committee on banking and 
currency, the subcommittee of the 
Senate banking and currency com- 
mittee headed by Senator Carter Glass 
of Virginia would have nothing to do 
with it.. The Glass bill as passed by 
the Senate in January provided for a 
liquidating corporation to take over 
or make loans on assets of closed banks 
but contained nothing resembling a 
guaranty of deposits. 

A provision for a guaranty or insur- 
ance of bank deposits was contained 
in a new comprehensive banking bill 
embodying features of both the Glass 
and Steagall bills which took shape 
during the early part of April. Just as 
the bill was ready for introduction by 
Senator Glass and _ Representative 
Steagall, who were very nearly in agree- 
ment on details of the measure, a hitch 
developed on account of objections by 
Secretary of the Treasury Woodin. 

Although Representative Steagall a 
few days earlier had understood Presi- 
dent Roosevelt as expressing his 
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Underwood & Underwood 


SENATOR FLETCHER 


Senator Duncan Fletcher, Florida, the new chairman of the Senate banking and currency 
committee, introduced a bill for the guaranty of deposits in the last Congress and has 
offered a similar measure in the present session 


approval of the guaranty provision, 
the President, in conferences with 
Congressional leaders asked that the 
bill be held up for a further study of 
this and other features. As the situ- 
ation stood about the middle of April 
banking legislation was being delayed 
pending an ironing out of differences 
between members of Congress and the 
administration. 

When the tentative bill was sub- 
mitted to the President it was the 
understanding that the only point in 
the guaranty plan on which Senator 
Glass and Representative Steagall 
were at odds was whether it should 
apply only to member banks of the 
Federal Reserve System or also to 
non-member state banks. Senator 
Glass stood for limiting its scope to 
member banks, believing that this 
would be an inducement to non- 
member banks to enter the system. 
Representative Steagall wanted non- 
member state banks to have an 
Opportunity to come under the guar- 
anty scheme upon certification as to 
their soundness by state banking 
authorities. 

While the proposal does not con- 


template a technical guaranty of 
deposits by the federal government, 
its sponsors preferring to call it an 
insurance plan, the principle is very 
similar to the Steagall bill of last 
session. The tentative bill creates a 
corporation with total resources of 
$2,000,000,000, three-fourths of which 
would be raised by the issuance of 
bonds or debentures. As in the 
Steagall bill an initial fund of upwards 
of half a billion would be made up by 
about $150,000,000 each from the 
surplus of Federal Reserve banks, 
assessments upon member banks equal 
to one-half of 1 per cent of deposits 
and from the amount heretofore paid 
into the Treasury by Federal Reserve 
banks in lieu of franchise taxes. 


N the new Seventy-third Congress, 

it has been understood from the start 
that bank deposit guaranty proposals 
would receive consideration with the 
Glass bill. 

Senator Duncan Fletcher of Florida, 
the new Democratic chairman of the 
Senate banking and currency com- 
mittee, in substituting a Democrat for 
a Republican on the Glass subcom- 
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mittee on banking legislation, named 
Senator William G. McAdoo of Cali- 
fornia, former Secretary of the Treas- 
ury. Senator McAdoo is author of a 
bill to indemnify depositors from a 
fund obtained by assessments upon 
banks. 

Senator Fletcher, who introduced 
a bill for the guaranty of bank deposits 
in the last Congress and has offered a 
similar measure in the present session, 
told the Senate during a discussion of 
a time deposit insurance proposal of 
Senator Arthur H. Vandenberg, Michi- 
gan Republican, that the new Glass 
committee would deal with the 
question. 

“The banking and currency commit- 
tee now has a subcommittee handling 
the whole question of the insurance of 
deposits and every other phase of the 
question,” said Senator Fletcher in 
addressing the Senate on March 23. 

Senator Fletcher enumerated the 
members of the subcommittee headed 
by Senator Glass, who would have 
nothing to do with guaranty proposals 
in the last Congress, and including as 
the other Democrats, Senator Robert 
J. Bulkley of Ohio and _ Senator 
McAdoo, and as the two Republicans, 
Senators F. C. Walcott of Connecticut 
and J. G. Townsend of Delaware. The 
personnel of the subcommittee is the 
same as that which formulated the 
Glass bill of the last Congress except 
that Senator McAdoo replaces Senator 
Peter Norbeck of South Dakota, the 
former Republican chairman of the 
banking and currency committee. 

“Those senators,” continued Senator 
Fletcher in interrupting an exposition 
by Senator Vandenberg of his deposit 
insurance bill, “compose the sub- 
committee that will soon begin hear- 
ings and the consideration of this whole 
question, involving what the Senator 
from Michigan is now discussing.” 

On the very same day in the House 
of Representatives the question of a 
guaranty of bank deposits cropped up 
during consideration of the Steagall 
bill to amend the emergency banking 
act by permitting non-member state 
banks to avail themselves of the liberal- 
ized currency provisions. 

Representative Clarence Cannon of 
Missouri inquired of Representative 
Steagall if his committee “has in 
contemplation a program which will 
afford the House an opportunity to 
supplement this measure with legisla- 
tion providing for the guaranty of 
bank deposits?” 

“IT am not going to make a speech 
on that subject,” replied Represent- 
ative Steagall, “‘but I will say to the 
gentleman that he knows how deeply 
interested I am in _ legislation to 
establish a system for the guaranty 
of deposits in the banks of this country. 
I am not without reasonable hope that 
at no distant day we shall be able to 

(Continued on page 24) 
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Selling the 


THE BURROUGHS 


SERVICE CHARGE 


Now that banks are reopened and once more in 


operation the most favorable time has arrived 


to set up a fair schedule of service charges and 


to sell these services to the public. 


Never 


before have all the auspices been so favor- 


able for setting a bank’s departments firmly 
on their own feet for self-support.—The Author. 


by ANDREW J. KOLAR 


Vice-president, Drexel State Bank of Chicago 


NINCE March 4, 1933, the public 
S has come to the conclusion that a 
bank is an essential institution in 
its community. It has learned that a 
bank, to live, depends upon profit. 
If there is such a thing as logic, then, 
the public is today willing to yield a 
profit to its banks in order that they 
may yield their essential service to the 
public. 

Now that banks are reopened and 
once more in operation the most 
favorable time has arrived to set up a 
fair schedule of service charges and to 
sell these services to the public. Never 
before have all the auspices been so 
favorable for setting a bank’s depart- 
ments firmly on their own feet for self- 
support. If ever it was possible —and 
however possible it may be, I still do 
not think it advisable—to impose 
service charges on customers without 
explanation or apology, now is the 
time. Far better than any such 
procedure, however, is the policy of 
setting a fair scale of charges and then 
literally selling those charges to the 
public as fair prices for the services 
they represent. 

When we decided some three years 
ago to go ahead with a metered service 
charge, there were some misgivings 
among our oflicers. Those of us who 
were convinced and enthusiastic be- 
lieved in it with our minds and with 
our hearts. The rest, it can safely be 
said thus long afterwards, were con- 
vinced intellectually, but they did not 
really feel it. And those among us who 
were the advocates of the plan knew 


that it could never be a success until 
everybody in the bank heartily 
believed in it. 

So we decided to go ahead slowly, 
allowing our colleagues to be convinced 
by the actual working out. And we 
knew it would be far more effective 
if this were done gradually. If you 
know something is right, but I am not 
convinced, you may conceivably change 
my viewpoint by overwhelming my 
objections all in one mighty blast of 
facts and arguments. But you will 
surely win me over —assuming that you 
are right —if you feed me the facts in 
homeopathic doses and allow me to 
convince myself. This was the prin- 
ciple upon which we proceeded. 

Perhaps you get the impression from 
reading thus far that I am taking hold 
of this subject wrong end to. What is 
the difference, I have been asked by 
bankers, whether everybody in the 
bank really believes in metered service 
charges once it has become the bank’s 
established policy? Why is it not far 
more important to put the full 
emphasis on convincing the customers, 
the folks who actually have to pay 
the charges? At first glance, this 
objection is well taken. 

Not really, though. To be sure, the 
purpose must be basically that of 
convincing the depositor that service 
charges are fair and that he should 
cheerfully accept them. But you will 
never convince anyone that a raised 
price (which is the essential character 
of a service charge) is right for him to 
pay until you so completely believe it 





ANDREW J. KOLAR 


yourself that your convictions can be 
transferred to the unwilling surface 
of his mind. And remember this, that 
in any but a one-man country bank 
the bulk of the customers have their 
dealings with tellers and clerks and 
junior officers rather than with the man 
or men at the very top possessing the 
power to set the policies. Until the 
whole staff, then, is wholeheartedly for 
service charges, the bank cannot expect 
the customers to be converted whole- 
sale. Nobody ever heard of a success- 
ful missionary who did not back up 
his evangelistic efforts with a burning 
faith in his religion. 


WE discussed the subject in a good 
many meetings, and everybody 
agreed — with his mind, if not with his 
heart —that we certainly should not be 
expected to carry free of charge those 
small accounts which maintain prac- 
tically no balance, draw a good many 
checks, check against uncollected 
funds, in short carry out the full 
repertoire of unprofitable practices. 
So as a starter, we picked the fifty 
worst accounts in the bank and wrote 
these men asking them to come in and 
see us. These were business men, nol 
household accounts. 
Well, they came in one by one. 
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CLEARING HOUSE 


They were steered to those of us who 
really were enthusiasts for a metered 
service charge. We explained with 
painstaking care just how their ac- 
counts were unprofitable, why we 
could not remain in business if we 
handled business at a loss any more 
than they could afford to buy apples 
or peanuts or gingham at a nickel and 
resell at four cents. Not one of 
these depositors with whom I talked 
it over objected at all. We gave them 
ninety days in which to build up their 
balances or become subject to our 
charges. Several of them built up 
their balances. Most of them could 
not, and accepted the charges without 
a murmur. They were open-minded, 
willing to do the right thing, just a 
cross-section of the population of our 
neighborhood. 

We let this run along for a few weeks. 
By this time, our doubters inside the 
bank were beginning to be won over. 


They saw what previously they had 
declared could not be; customers who 
had never before heard of paying for 
banking services were paying cheer- 
fully. And with this proved, they 
admitted they could see possibilities 
of the rest of our customers cheerfully 
paying a fair schedule of charges. So 
we went ahead with the next step. 


E sent out three successive book- 

lets and letters to all checking cus- 
tomers. In the first we explained how 
and why it is possible for a bank to 
lose money on what to the uninitiated 
seems a profitable account. In the 
second we explained that we were 
thinking about installing a schedule 
of charges which would compensate us 
on those accounts which were not 
otherwise profitable, and invited cus- 
tomers’ comments. In the third, we 
announced that we had adopted the 
schedule which was enclosed, and 


One page from a folder issued by the Drexel State Bank as part of its 
campaign ‘‘to sell’’ the service charge idea to its customers. The title 
of the folder is, ‘‘Explaining the Cost of Checking Account Service’”’ 





profit for the bank. 


ANY OF our depositors do not understand clearly just how a bank can lose 
money on checking accounts. Naturally they have figured it was mostly 


Because this belief is quite general, we will attempt to explain in as few words 
as possible, how a bank earns a profit or loses money in handling the average check- 
ing account — one carried by a fictitious person whom we shall call “Mr. Doe.” 





Mr. Doe (who is a responsible citizen well 
known to the bank) has had an account with us 
for several years, and we will look back over his 
account for the past year on the first day of 
which he had a balance of $55. 

His first deposit in the year was a check for 
$350, drawn on a bank in another city. Mr. 
Doe writes down, “Deposited, $350, balance 
$405" in his check book, and assuming that by 
some magic his $350 check has become gold in 
the bank's vaults, he immediately writes three 
checks totaling $335. 

But so far the bank has not received an 
actual money from the $350 check. The ban 
has sent the check for collection and it may be 
several days before the bank has the money to 
its credit. This is a sample of banking service 
Mr. Doe has taken for granted. 

During the year following the bank had a 
daily average of $125 of Mr. Doe's money in 
its safekeeping. 

But the bank cannot lend out all of Mr. Doe's 
deposit. The bank is required by law to carry 
a certain percentage of every deposit — usually 
about 20%-——in a cash-reserve to be held 
against possible demands. Thus, the bank may 
be able to lend and earn interest on not more 
than $100 of Mr. Doe’s average deposit balance. 
And, if the bank can earn as much as 6% inter- 
est on the money thus loaned, the bank would 
have the benefit of a total income of $6.00 from 
Mr. Doe's account for the year. 


ing his way. 


In common with almost every bank in Chicago we have for many years placed 
a service charge on balances below a certain amount, but a fixed charge is not fair to 
the customers or to the Bank, because the account with little activity should not be 
compelled to pay the same amount as the account making many deposits and drawing 
* Service Charge which this Bank has adopted 
is the proper method. Under this new plan, each depositor can feel satisfied he is pay- 


great numbers of checks. The “Per Item’ 


This $6.00, however, is not profit. Durin 
the year Mr. Doe has drawn 120 checks, an 
he has made 22 deposits on which the bank has 
collected 30 checks drawn on other banks, some 
of them, too, in far distant cities. 


In order to give Mr. Doe this service the bank 
must employ tellers and. bookkeepers; it has to 
buy pass books, checks, statements, ledgers, and 
other stationery. Each one of the transactions 
on Mr. Doe’s account hae cost the bank in cleri- 
cal, stationery and postage expense, from 3 cents 
to 7 cents, or approximately $9.46 for 172 items. 


And this is not all, for the bank must pay 
several kinds of taxes, rent, insurance, officers’ 
salaries, etc., a portion of which expense must 
come out of the earnings from each customer's 
account. This if called “overhead expense” and 
usually amounts to about 2% of the bank's de- 
posits. As Mr. Doe’s average balance was $125, 
the “overhead expense’ on his account was 2% 
of $125, or $2.50 for the year. 


Now, Mr. Doe’s account has earned for the 
bank $6.00, and it has cost the bank directly 
$9.46 and indirectly $2.50, or a total- cost of 
$11.96. His account for the year, therefore, has 
cost the bank $5.96 more than it has earned. 


The obvious thing for Mr. Doe to do after he 
has been made acquainted with this situation, 
would be to increase his average free balance to 
@ point where it would at least be self-sustain- 
ing but this is, of course, not always possible. 
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offered sixty days in which to get their 
balances sufficiently large to obviate 
charges in each instance. 

Now it happened that this third 
letter was scheduled to go out on a 
certain day. A couple of days earlier 
several outlying banks were closed by 
the authorities, and Chicago was in 
the throes of its first experience with 
the runs and closings of this depression 
period. The employee whose respon- 
sibility was the mailing came to ask 
whether we should not hold up these 
letters in view of the disturbance. 
“No,” I decided, “send them out. 
They certainly can’t make our cus- 
tomers much more panicky than they 
are right now, and I have a hunch they 
may work the other way.” 

Next morning when the doors were 
opened, two or three substantial busi- 
ness men of the neighborhood appeared 
at my desk within fifteen minutes. 
Each one asked the same question, got 
the same answer, reacted in exactly 
the same way. 

“Is this the way you intend to do 
business in times like these?’”’ came the 
question, apparently backed by a 
world of indignation. 

“Just exactly,” I answered with 
some heat, and with no other explana- 
tion. 

‘All right,” was the decision in each 
instance, “if you’re sure you’re going 
to run that kind of a bank, I’ll leave 
my balance and keep right on doing 
business with you. For I know you'll 
pull through this trouble as long as 
you show such good common sense.” 

When the neighbors saw these men 
come in, talk for a moment, and go out 
smiling, they decided maybe they had 
been a little hasty. It is a fair state- 
ment that by imposing a service charge 
at exactly this moment we materially 
slowed down the momentum of the 
run. And this is about the only claim 
I haven’t heard somebody else make 
for the metered service charge! 


E lost some few accounts, but 

they were largely accounts with 
balances between $10 and $50. I am 
certain that the total sum in dollars 
of accounts closed was not more than 
$1,000. A handful of these people 
grumbled on the outside, which did us 
no harm because the other business 
men knew the individuals and knew 
just about what kind of accounts they 
maintained. Most of the customers 
who left us on account of the charges 
kept quiet about it because they did 
not wish to advertise to the community 
that their accounts were so small that 
the charges would be burdensome. 
Either way, we lost nothing. 

Let me set forth a few considerations 
about service charges which we feel 
are tremendously important. In the 
first place, we knew that unless the 
scale of charges was fair it would be 
(Continued on page 26) 
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When the 


Correspondent DeFrauLts 


The general bank holiday, and the closing and 
restricted operation of banks by legislative 


authority or executive proclamation in various 


states, lend extraordinary emphasis just now 


to the problem of what constitutes a de- 


fault on the part of a correspondent bank. 


by CHARLES R. ROSENBERG, Jr. 


F you've never had a backfire of 
grief on an out-of-town check, 
the chances are it’s because you’re 

located in a state that takes a common- 
sense view of banking practice. Other- 
wise it’s probably because you’ve had 
a run of good luck —which may be due 
lor an about face! Of course, with a 
good system and an efficient organiza- 
tion, the collection of out-of-town 
checks develops into an almost auto- 
matic routine; but — 

Suppose your correspondent —or 

your correspondent’s sub-correspond- 


ent—becomes insolvent before you 
are paid for the check! 
Suppose that through delay in 


presentment or rather negligence on 
the part of your correspondent bank, 
your depositor suffers the loss of the 
amount of the check. 

Pessimistic suppositions, to be sure, 
but they give point to a rather im- 
portant body of banking law. It’s 
law that plays favorites. It either 
plagues or delights bankers faced by 
irate depositors whose out-of-town 
checks remain uncollected because of 
some fluke on the part of the cor- 
respondent bank. Curiously, a bank’s 
responsibility in this respect depends 
largely on its location! 

Massachusetts and a number of 
other states have decided that if a 
collecting bank has exercised due care 
in the selection of a correspondent or 
subagent for the collection of a check 
and if the depository bank itself has 
not been careless in any way in the 
handiing of the matter, no liability can 
be imposed for the negligence or 
default of the correspondent. Cer- 
tainly here is one instance in which the 
law has taken the view that squares 


with the practical conditions of bank- 
ing operations. Careful selection of 
correspondents is, ordinarily, a bank’s 
only means of safeguarding the han- 
dling of its business at distant points. 

A paragraph added to the Uniform 
Negotiabie Instruments Act, perhaps, 
mignt have settled this question deti- 
nitely, but, unhappily, tne situation 
is not covered by the Act. Hence it is 
that in the law of certain states there 
appears a doctrine of liability directly 
contrary to the Massachusetts rule. 
New York first laid down this adverse 
doctrine, which holds that, regardless 
of its care and diligence in the selection 
of its correspondent, the depository or 
initial collecting bank is absolutely 
responsible for the entire transaction 
of collecting the check or note and that, 
therefore, it is liable for any loss 
resulting from the default, negligence 
or omission of its correspondent or 
subagent, unless relieved by agreement 
with the depositor. (Allen vs. Mer- 
chants Bank, 22 Wend. N. Y. 215.) 
Oddly enough, this rigid rule was 
abolished by statute in New York 
(L. 1929—Chap. 589), but is still 
followed in several other states and is 
generally known as the New York rule. 

Numerically, the states following 
the New York rule are in the minority, 
but their position is strongly buttressed 
by decisions of the United States 
Supreme Court in favor of holding the 
collecting bank to absolute liability for 
any default or neglect on the part of 
the correspondent bank or subagent. 
“The undertaking,” said the United 
States Supreme Court in one leading 
case, “is to do the thing (that is, to 
collect the check or note) and not 
merely to procure it to be done.” 


THE BURROUGHS 


(Exchange Natl. Bank vs. Third Natl. 
Bank, 112 U. S. 276; Tradesman’s 
Natl. Bank vs. Third Natl. Bank, 
112 U. S. 293.) 

Of course, this means that whenever 
the question of a collecting bank’s 
liability for the default or negligence 
of its correspondent comes before any 
Federal court, the rule of absolute 
liability as set forth by the Supreme 
Court will have to be applied, since all 
Federal courts are required to follow 
United States Supreme Court rulings. 


RECENT compilation of states 
with respect to their legal doctrine 

on the question of the initial collecting 
bank’s liability for its correspondent’s 
default presents an interesting result. 
The following states, according to 
this compilation, uphold the Massachu- 
setts rule of relieving the initial collect- 
ing bank of liability if it exercised 
due diligence in selecting its cor- 
respondent; Alabama, Arkansas, Call- 
fornia (limited to checks), Colorado, 
Connecticut, Florida, Georgia, Illinois, 
Indiana, Iowa, Kentucky, Maryland, 
Massachusetts, Mississippi, Missouri, 
Nebraska, New Jersey, New Mexico, 
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CLEARING HOUSE 


New York, North Carolina, Oregon, 
Pennsylvania, South Carolina, South 
Dakota, Tennessee, Texas, Washing- 
ton, Wisconsin and Wyoming. 

The following states are reported 
as holding the initial collecting bank 
to absolute liability for any de- 
fault on the part of the corre- 
spondent resulting in loss to the 
depositor: Kansas, Louisiana, 
Michigan, Minnesota, North 
Dakota, Ohio, West Virginia. 


States not included in either of these 
lists are said to be uncertain as to their 
legal doctrine on this question. This 
is because in the states not listed the 
question has not been definitely decided 
by the highest court of appeal and 
has not been the subject of legislative 
enactment. Let’s hope that if there 
are any changes in this puzzling 
tabulation, it will be in favor of the 
Massachusetts “due care’’ rule! 


KYEN the Massachusetts rule imposes 

a rather heavy burden of responsi- 
bility on the depository or initial col- 
lecting bank, for ‘‘due care” under the 
law covers a multitude of possibilities. 
Primarily, there is the duty of selecting 
the correspondent bank with prudence 
and discretion. Beyond that, how- 
ever, is the broad and sometimes 
indefinite obligation to do all those 
things that ‘‘a reasonably prudent 
person would do under all the cir- 
cumstances.” To neglect or omit any 
of them is negligence for which the 
initial collecting bank may become 
liable to the depositor in damages. 







(95 U. S. 439.) A little more specif- 
ically—so far as the collection of 
negotiable paper is concerned —a bank 
is liable under either the New York 
or the Massachusetts rule for failure 
or negligence in the performance of any 
obligation, express 
or implied, which it 
assumes with re- 
spect to the collec- 
tion. 

All the‘‘due care”’ 


conceivable, however, does not help a 
bank under the so-called New York 
rule or the Federal rule when its cor- 
respondent defaults on the collection 
of a check or note. What hardship 
this sometimes works is apparent from 
the liability a bank in such a position 
incurs when an item passes through 
the hands of several correspondents 
or sub-correspondents. A bank located 
in a state following the New York rule, 
for example, receives from a depositor 
a check drawn on a bank in Massachu- 
setts. The depository bank forwards 
the check to its Boston correspondent, 
who in turn sends it to its corre- 
spondent in the Massachusetts town 
where the drawee bank is located. 
Through some negligence or default 
on the part of the Boston bank’s cor- 
respondent, the item is not collected. 

Obviously, in such a case the 
depository bank is blameless, but if 
it is subjected to the New York rule 
or the Federal rule, it will have to 
make good the money to the depositor, 
and its only redress would be against 
the defaulting bank. The Boston 
bank, which was the depository bank’s 
immediate correspondent, would be 
relieved of liability under the Mas- 
sachusetts rule, regardless of the 


default, if it appeared that ‘“‘due care”’ 
and prudence were exercised in the 
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choice of a correspondent and in the 
handling of the item generally. 

The possibilities of loss to a bank 
subject to the New York or Federal 
rule become somewhat appalling in 
the light of everyday collection trans- 
actions. For example, the A bank 
located in a New York rule state 
receives from a customer a check 
drawn on a bank located in a small 
town in a Massachusetts rule state. 
The A bank forwards the item to the 
B bank, its correspondent in the largest 
city in the other state. The check then 
passes through the C bank and the D 
bank, sub-correspondents of the B 
bank and is finally presented and col- 
lected by the D bank, which forwards 
its draft to cover to the C bank. The 
D bank’s draft is dishonored on present- 
ment because in the meanwhile the D 
bank has become insolvent and has 
been taken over by the state authori- 
ties. Here again the A bank, under 
the New York or Federal rule, must 
make good to its customer, especially 
so since the check was actually paid by 
the drawee bank; but all the other 
banks, except the insolvent presenting 
D bank, are free of liability under the 
Massachusetts or “‘due care” rule of 
their state. (Douglas vs. Federal 
Reserve Bank, 271 U. S. 489.) 


A TURNING of the tables, or rather a 

changing of locations, in such a case, 
shows an equally startling result. This 
time, let’s say that the A bank, which 
is the depository bank, is located in a 
Massachusetts rule state, and the 
check it is collecting is drawn on a 
bank located in a New York rule 
state. The check goes forward to the 
B bank, which is the A bank’s cor- 
respondent in a large city in the other 
state. The B bank sends the item to 
the C bank, its correspondent in the 
town where the drawee bank is 
situated. Through negligence or de- 
fault on the part of the C bank, the 
item is not collected. 

The legal result would be curious, 
to say the least. The A bank, the 
original depository, having exercised 
due care in selecting its correspondent, 
would not be liable to its depositor 
under the Massachusetts rule pre- 
vailing in its state. But the theory of 
the Massachusetts rule is that the 
depository bank’s correspondent is the 
subagent of the depositor, who may 
proceed directly against the cor- 
respondent for any liability to which 
it may be subject in the transaction. 
The B bank in the hypothetical case 
cited is located in a New York rule 
state and is therefore absolutely liable 
for the loss occasioned by the negli- 
gence of its correspondent, the C 
bank. The trend of court decisions on 
this subject indicates that, under such 
a set of facts, either the depositor or 
the A bank, the original depository, 


(Continued on page 29) 
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THE BURROUGHS 


The PERCENTAGE 


A form of special interest in 
times of deflation or inflation 


N Chicago the owner of a formerly 
successful men’s furnishings store 
approached his landlord. “I’ve 

got to have a cut in rent,” he empha- 
sized agitatedly. ‘Of course you know 
I’m three months behind now and 
things don’t look any better. I want 
lo pay up and stay in business; 
but I can’t, with my present 


by RUEL McDANIEL 


have had. For myself, I am trying to 
keep a good tenant on a basis that 
gives me a chance to make a fair rental 
over a period of months.” 

In this case, the outcome was a per- 
centage lease with no minimum guar- 
anty. The property owner thus kept 


[LEASE 


The percentage lease, although not 
new, has come into sudden prominence 
in many cities. Although the average 
percentage lease works perhaps to the 
slight advantage of the tenant, it is 
favored nevertheless by some of the 
leading property owners and brokers 

in the country, because it is 





overhead. I’ve cut everything 
else. My only salvation now 
is a substantial reduction in 
rent!” 

The request was not new. 
The tenant had made it before 
in the past. But it was most 


Percentage Table 


Below is a composite of figures estab- 
lished by various authorities showing the 
percentages that should be paid by different 


providing a means of keeping 
desirable property occupied by 
satisfactory tenants who other- 
wise would not be able to 
lease the locations. 

The first percentage lease 
ever to be made was said to 
have been in Cincinnati; the 


sincere; and because it was types of business. second in Chicago. Both were 
sincere, the landlord was . : ios consummated in 1907. The 
sympathetic. He had been ———— ——.......... ons : — 9% past two years have brought 
investigating on his own ac- Barber shop..... . Dceiee le: aS the percentage leasing plan 
count, among other haber- Beauty parlor (service) up to. ak a into conspicuous prominence. 
dashers, aside from checking Beauty parlor (merchandise). . . ..-10 
up on his tenant’s business. ———e een ie : = Just as it is important to 
‘The merchant had requested lie nay lenin at | 6 know what a_ borrower is 
a cut of 25 per cent. The Department stores. . .. 2%— 3% 
property owner had reason to Drug stores....... + seeseceeeee © = 
believe that such a straight cut a menthanties | = - 
was not the answer to the Five- and ten-cent stores. Yee 
problem. He felt that it Furniture (cash)........ .5 —7 
would be only a matter of time Furniture (installment). . - oe 
until the tenant would again + pte f SR ies 9 
return. He made a drastic Grocery stores (chain) eo 
suggestion. Hardware stores. . . .5 —8 
“No, I won’t cut the rent Jewelry stores... . -6 —15 
or : 99 rrr Meat markets... . .3 —7 
25 per cent,” he propositioned, Men’s furnishings "3 —12 
“but, Pll do more. I'll cancel Millinery........ 10 —13 
the lease and place you on a Motion pictures. . 12 
straight percentage basis. You me mae : : = 
pay me 15 per cent of your Sporting goods mt 
total net sales and give me a Women’s wear .4—8 


recapture clause, so that I may 
take the building back, if the 





obligated to pay under a 
straight lease for his building, 
so must the banker know the 
percentage his customer pays, 
and whether or not that per- 
centage is in line with similar 
leases elsewhere. 

Frank S. Slosson, Chicago 
realtor, a pioneer in percentage 
leases, Mark Levy, Building 
Owners and Managers of Phila- 
delphia, the National Real 
Estate Journal the Building 
Owners and Managers Associ- 
ation of Seattle and other 
agencies have compiled avail- 
able figures covering percent- 








plan doesn’t work.” 

The merchant figured a moment. 
“Isn’t that percentage pretty high? 
I doubt if I can make any money on 
that basis.” 

“The fact is you aren’t making any 
money now. And the percentage is 
lair. What I’m trying to do is to 
ligure out a plan that will enable you 
to continue in business, that will give 
you a chance to keep your present 
location, and that will give you a 
better chance to make money than you 


his store building occupied by a 
desirable tenant, one who would not 
depreciate the location, and at the 
same time he retained the right to 
cancel the lease if the tenant could not 
make the plan work. The merchant, 
on the other hand, effected a reduction 
in rent al a time when he needed it 
most, and again placed his business in 
position to show a profit. The new 
plan has worked out to the satisfaction 
of both thus far. 


age leases and have computed 
figures to show what ought to 
be paid for various classes of retail 
business. The composite figures from 
these sources give a fairly accurate 
gauge as to what the merchant can 
afford to pay, through his percentage 
lease. 

The percentages of necessity must 
vary somewhat according to the type 
of merchandise handled by the indi- 
vidual stores. Obviously the women’s 
specialty shop that features high- 
priced, exclusive merchandise, [for 
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example, could pay an appreciably 
higher percentage than the shop fea- 
turing popular-priced dresses at a low 
margin with quick turnover. 

Many other factors enter into the 
modern percentage lease that must 
be taken into consideration by both 
the tenant and the property owner. 
The tenant is usually restricted from 
entering into a similar business within 
a certain radius, and obligated to give 
his individual attention to the business 
when it is of a specific nature. He is 
also obligated to operate his business 
continuously during regular business 
hours. 

The average percentage lease con- 
tains provisions which call for the 
regular auditing of the tenant’s books 
the establishing of a record system by 


which the landlord may check sales 
volume easily and accurately and the 
mailing of monthly reports, duly 
attested, to the landlord. The tenant 
agrees to hold his records open to the 
property owner at all times. 


MANY percentage leases carry an 
advertising clause. A Cleveland 
agent made a percentage lease two years 
ago calling for a minimum of $118,000 
per year, payable monthly, and with a 
provision that the occupant spend a 
minimum of $50,000 advertising the 
business in that location. This assured 
the property owner of a fair sales 
effort and consistent advertising for the 
location—a cumulative value which 
the owner appreciated. 
Another factor is 


the minimum 


The following clauses are typical of the percentage 
lease. They cover some of the most important points 
generally considered in drawing this type of lease 





PAYMENT OF RENTAL CLAUSE 





sums: = 


ments of 


in paregraph (a) above. 


RECAPTURE CLAUSE 


months of the 


sor for the 
Dollars ($ 


PROPER RECORDS CLAUSE 





records. 


GROSS SALES CLAUSE 





a 


(a) As @ minimum rental the sum of 
(¢ ), Such rent to be paid in equal monthly install- 
Dollars ($ 
the first day of each and every month during such term. 


The term "gross seles" eas herein used shall be held to 
the sales price of all merchendise of every sort whatsoever sold, and 
the charges for all services performed for which charge is made by the 
lessee or by other person, persons or corporation selling merchsndise 
or performing service of any sort in, upon or from any part of the said 
demised premises, and shall include merchandise sold or services per- 
formed either for cash or for credit, regardless of collections in the 
case of the latter, but shell exclude merchendise so purchased which is 
returned by the purchaser and accepted by the lessee for which a refund 
of the full purchase price is made. 


The lessee covenants and agrees to and with the lessor to pay the 
lessor as rent for said demised premises during seaic term the folioning 


Dollars 


) each in advance on 


(b) A percentege rentel equal to per cent 
( %) of the gross sales of the lessee (as hereinefter de- 
fined) for the preceding calendar month payable on the 
dey of each and every month beginning _(dete) » less the 
emount of the minimum rent paid for such month as provided 


It is understood and agreed that the lessor, at its option, may 
terminate this lease, upon thirty (30) deys' written notice by United 
States mail to the lessee, et any time during the first three (3) 
year of the term hereby demised, 
that the minimum and percentege rental paid by the lessee to the les- 
yeers of the lease does not total 
- The lessee shall have the privilege, however, 
of paying en edditionsl smount et the time of paying the rental for 
the month, in order that the totel rentel paid for the fire 

yeers of the lease will total 
and thereby voiding the option of the lessor to cencel. 


in the event 


Dollsrs (¢ ) 


The lessee further covensnts that it will keep separate end accu- 
rate records of the gross sales covering all business done or trans- 
acted in, upon or from said demised premises, @nd that it will give to 
the lessor the right, at any and all reasonable times, to inspect said 
S@id lessor shall be given access at any and sll reasonable 
times to any other books or records that may be necessary to enable it 
to make e full and proper audit of the gross income of ell business 
done in, upon or from said demised premises. 


include 








Courtesy of James S. Holden Company, Realtors, Detroit 
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guaranty. ‘The average property 
owner who advocates the percentage 
lease likewise favors a minimum 
guaranty. He prefers to obtain as a 
guaranty a sum equal to about 75 
per cent of the rental value of the 
property. However, figures show that 
this high a minimum is not demanded 
consistently. As a matter of fact, it 
is likely that the average will go little 
beyond 50 per cent of the appraised 
rental value of the property. A lot 
of property is being leased on a per- 
centage basis without any minimum 
guaranty. 

In the latter case, however, the 
owner generally retains a recapture 
clause which permits him to take 
possession of the property in the 
event the rental received is not salis- 
factory, or above a certain minimum. 

The percentage lease, properly 
drawn, works to the advantage of 
both property owner and merchant. 
It actually sets the owner up in busi- 
ness with his tenant. Because of that 
partnership, the owner is directly 
concerned with the financial welfare 
of his tenant. He is going to watch 
him and try to help him make money. 
If the tenant fails to produce, the land- 
lord is in position to acquire possession 
of his property in a nominal period of 
time, without going through the dis- 
astrous process through which bank- 
ruptcy drives a piece of property. 


F the tenant proves to be an 
exceptional merchant and builds up 
his volume beyond the expectations 
of the property owner, the latter profits 
in proportion to the profit of the 
tenant, because the rental increases 
in proportion to the volume. There 
are many percentage leases today 
paying appreciably more than they 
possibly could have been leased for 
on a flat lease basis. Many properties 
are being occupied today by satis- 
factory tenants who are paying the 
landlords amounts sufficient for taxes 
and insurance, with something to 
spare, which would be vacant with- 
out the percentage lease. 

It is entirely fair for the percentage 
lease to call for a higher rate after the 
volume of the occupant exceeds a 
specified maximum. A furniture store 
in New Orleans, operating on a cash 
basis, is an example. This concern’s 
percentage lease calls for 6 per cent 
of the first $100,000 business. On the 
next $50,000 it pays 7 per cent; 
and on the next $50,000, 8 per cent. 
If the store’s volume should exceed 
$200,000 in any one year it pays 10 
per cent. 

This sliding scale plan is effective 
because the average merchant 
obviously makes a wider margin of 
profit on increased volume above his 
sales necessary to cover fixed charges. 
Ordinarily, the greater volume, the 
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greater the margin on the increase. 

How the percentage lease may work 
out to the advantage of the property 
owner as well as of the tenant is 
illustrated by the experience of a 
Chicago shoe store. The store was 
owned by two young men who had 
been operating in another state with 
considerable success and had one other 
store in Chicago. They felt that they 
ought to have a store on State Street. 

They found a desirable location. 
The owner asked $36,000 per year for 
it. The merchants did not believe 
they could do sufficient volume to 


justify the price asked and said so. 
Nevertheless, they did want that 
State Street location; so they offered 
the owner 7 per cent of their net sales, 
with a guaranty of $24,000 per year. 

The owner scoffed at the idea. So 
much so, in fact, that he aroused the 
mettle of the young merchants. They 
signed the $36,000 lease. Two years 
ago this one store did a volume of 
$1,186,000. That would have netted 
the property owner $86,000 in one year 
for his store —against the $36,000 that 
he got. 

Many forward-looking property 


Reconstruction—A New 


$125 million of capital stock in the 
Federal Land banks are of a non- 
recurring character. Entirely aside 
from accounting accuracy the proce- 
dure will have the great merit of 
persuading the country that Uncle Sam 
is not squandering his birthright and 
is making diligent effort to keep the 
normal costs of government within 
bounds. 

The relief of unemployment was 
necessarily an integral part of the 
general plan of reconstruction. It is 
probable that no less than thirteen 
million men and women eager to work 
are today without employment. To 
aid them the administration offers a 
threefold program. The most radical 
feature is the creation of a civilian 
conservation corps operated on military 
lines with 250,000 recruits whose task 
will be the reforestation of idle land 
and the improvement of the public 
domain. These men will receive food, 
clothing, shelter and medical attention 
in addition to a cash allowance which 
may amount to a dollar a day. The 


(Continued from page 5) 


second part of the program consists 
of relief loans to the states to the 
amount of $500 million. Furthermore 
there is contemplated a program of 
public construction involving the ex- 
penditure of a billion dollars over a 
period of years. 


INALLY, the President attacks a 

problem that has never been solved, 
one that has proved a constant thorn 
in the side of every predecessor, 
namely, farm relief. The principal 
features of the plan are a consolidation 
of the multiple credit agencies in the 
capital, a downward revision of farm 
debt with the aid of impartial adjust- 
ment committees and the cash pro- 
vided by the R. F. C., a reduction in 
acreage partly through participation 
in a cotton pool, partly through the 
government lease of farm lands and 
finally through the re-establishment 
of the pre-war prices of farm products 
by a tax on processors which is to be 
returned to the producers. Of all the 
plans of the administration this one is 


THE BURROUGHS 


owners and brokers feel that the per- 
centage lease is here to stay, and that 
it will continue to grow in popularity 
especially under present conditions. 
It has many points that recommend it 


at the present time when values are | 


changing and business volume is low. 
It provides a means of establishing a 
rental plan that is advantageous to 
landlord and tenant under both present 
and future conditions. 

It is also interesting to note that 
such a lease would be of distinct 
advantage to the landlord in the event 
of an inflation of the currency. 


Era 


encountering the most serious opposi- 
tion and has the greatest faults. The 
President himself admits that he treads 
upon uncharted territory and _ that 
it may be necessary to abandon a part 
of the experiment even as it has proved 
necessary to disband the Farm Board. 

Whatever faults may be found with 
any parts of this program it has the 
supreme merit of offering something 
definite and constructive. It reveals 
courage, breadth of conception and a 
singular willingness to break with 
tradition. In spite of the marked 
strides toward state socialism which 
these various measures indicate there 
has been no apparent limitation of 
individual initiative. Between a con- 
tinued drifting a la laissez faire in the 
hope of an ultimate automatic adjust- 
ment and the aggressive precepts of 
this new deal there can be little choice. 
The imponderable background against 
which opportunities for private profit, 
the great lever of active enterprise, 
must emerge have been incontestably 
altered for the better. 


Rebuilding Public Confidence 


information conveyed by word of mouth 
and on personal confidence in the borrower. 
Since then, business has grown into many 
ramifications—branches have been devel- 
oped—concerns have been divided into 
various departments—subsidiaries and affili- 
ates have been organized—location 
become diversified. 


has 


Moreover, the development of corporate 
structures has eliminated to a large extent 
owner-management. 

No longer do general estimates suffice 
as a basis for the extension of bank credit. 
Accurate records must be kept and verified 
periodically both for the protection of 
stockholders and for the benefit of creditors. 
The modern balance sheet and profit and 


(Continued from page 8) 


loss statement prepared by Certified 
Public Accountants have become important 
factors in determining the credit status of 
a business. 

In the face of rapidly changing condi- 
tions an accurate periodic check up is 
becoming more and more essential even 
in the case of the smallest business con- 
cerns. 

Throughout the country comparable 
examples might be cited. Everywhere 


are to be found banks which have 
emerged with clear-cut, aggressive 


ideas as to the job they want to accom- 
plish —and with equally clear ideas of 
just how this job can be accomplished. 

Fortunately, more banks are today 


rising to the opportunity than might 
have been suspected even a month 
ago. With every day the number 
swells, and as the trend gathers force 
it may be expected to carry more and 
more institutions into aggressive adver- 
tising. 

Thus, and thus only, can sound 
banks cash in on their soundness and 
help rebuild their community pros- 
perity. Let us repeat, bankers have 
learned beyond all forgetting thal 
public confidence is exactly as impor- 
tant to them as are sound investments 
and liquid loans. 

And the best of it is, they are doing 
something constructive about it. 


Sa 
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FROM A BUSY DESK « 2» Hy. W. Sanders 








sideration. It was pointed out 

that this particular church had a 
splendid record of payments in the 
past. Each time they had borrowed, 
the loan had been cleared off by a 
legacy. However it was pointed out 
by the bank’s trust officer that people 
are largely cutting out specific legacies 
from their wills. The severe declines 
in the values of estates during the past 
few years have had the 
effect of depleting the 


A\ sieration loan was up for con- 


tion before the bills fell due for the 
materials. Needless to say in this 
case he would not pay at all. Events 
proved that the third was the correct 
guess. The goods were made and 
delivered, but the quality was so poor 
that the bank tried to reject the 
order. Then the printer assigned his 
assets for the benefit of creditors, and 
rather than fight the case in the courts, 
the bank paid the bill. They would 

have been better off if 





amounts available after 
specific bequests have 
been paid. In some 
cases after the charita- 
ble bequests have been 
met, and legacies paid 
to relatives and friends, 
there has been but little 
left for the family. This 
is an intolerable situ- 
ation and is causing 
many testators to avoid 
provisions for definite 
legacies. 


o¢ 








the order had been given 
to a higher bidder who 
could have delivered 
merchandise of the right 
sort. 


o¢ 


ArGuMEnts for inflation 
or other political pro- 
posals which are based 
on general price averages 
over a period of years 
are all open to the 
serious objection that 
prices paid for com- 
modities are all indivi- 








Puitip WITHERMORE, 
vice-president of the Futurity National, 
says that a deficit is what you have 
when you have not as much as you 
would have had if you had had nothing. 


¢ 


We att ought to agitate for state 
police —that is those of us who live 
in states which have none. James E. 
Baum, manager of the Protective 
Division of the A. B. A., who knows, 
says that the odds are eight to one 
against robberies in those states which 
maintain state police forces as com- 
pared with those that do not, but try 
to rely on deputy sheriffs operating 
within counties or other territorial 
restrictions. 


¢¢ 


Ir poEs not always pay to buy the 
cheapest thing offered. A bank called 
for bids on a printing order. A small 
printing concern, desperate for busi- 
hess, quoted a figure so low that the 
banker showed it confidentially to a 
rend who understood printing but 
was not a bidder. He said without 
hesitation that one of three things had 
happened, (1) The bidder had made a 
mistake in his calculations, (2) That 
he was intending to cheapen the 
quality of stock, cuts, etc, or (3) That 
he was deliberately out to lose money 
IN expectation of bankruptcy, and 
Was only interested in making a collec- 





dualized and not depend- 
ent on any sort of 
average. Out of a hundred commodities 
ten may advance sufficiently sharply 
to raise the average, while five may 
collapse to levels disastrous for the 
producers of the commodities affected. 
Again there are some things, airplanes 
for example, that could not be bought at 
any price a few years ago, and it is no 
measure of their value to compare the 
prices of steel, lumber, aluminum, etc., 
of which they are built with the prices 
of these same commodities thirty 
years ago. 


o¢ 


Votiva said years ago that the world 
was flat. Most of us are. 


¢ 


Mucu TAK about mortgage troubles 
and mortgage relief. There is no 
royal road to a remedy. Three 
possibilities open themselves before 
lenders on mortgage: (1) The property 
that is hopeless and must be fore- 
closed—get it over with as soon as 
possible and place it in the hands of 
someone who will use the property; 
(2) The deserving mortgage debtor 
who cannot pay, but is willing and 
able to do so if conditions improve — 
help him out in every possible way; 
(3) The mortgage debtor who is able 
to pay but is taking advantage of 
present conditions to try to unload an 
overvalued property on to the mort- 


gagee—close him out and get a 
deficiency judgment if the laws of your 
state allow such. 


o¢ 


Many Times in this column we have 
discussed a pet idea, which is that 
there is terrific waste in most direct 
mail advertising through careless selec- 
tion of names for mailing lists. 
Quantity rather than quality is too 
often the rule. <A good illustration of 
this recently came to us, and it was 
from an advertising firm too. The 
letter was addressed to the “Director 
of Advertising, First National Bank,”’ 
and began: “Did we hear you say 
you'd give your right eye for an 
advertising idea to turn your slow- 
moving winter merchandise into cash,”’ 
etc.,etc. The only slow moving winter 
merchandise we have in Southern 
California are wealthy tourists. 


¢¢ 


A BANK recently decided that it would 
not pay interest on savings accounts 
of less than $5—and found that 20 
per cent of its savings accounts were 
included. 


¢¢ 


A RECENT writer in the Wall Street 
Journal hit the nail on the head when 
discussing the R. F. C. loans. He said 
that at the outset these were somewhat 
in the nature of a bridge started across 
a chasm when the other side was not 
in sight. 
o¢ 


Aw AssociATED Press item tells of a 
bank at Peabody, Kansas, which had 
for eleven years a box in safekeeping, 
eventually finding that it was a box 
of home-made candies sent to the 
officers by Mr. and Mrs. A. D. Allison 
of Wichita. Apparently during the 
eleven years no effort had been made 
to communicate with the supposed 
“owners” or to collect safekeeping 
charges. 
o¢ 


European banking plans and ideas 
are not always suitable to United 
States conditions. The cause is gener- 
ally to be found in our peculiar 
political set-up and traditions, notably 
in the concept of “checks and bal- 
ances.”” For example the “land bank’’ 
in Europe has played a notable part 
in developing a number of countries. 
Its basis is unlimited liability for all 
its members and consequently a re- 
sponsibility on the part of a farming 
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community to see that each borrower 
takes proper care of the property 
represented by his loan. Here we 
transmute the idea into an elaborate 
system of government-sponsored and 
supported financial organizations in 
which the co-operative principal is 
practically lost. The same is true in 
another way about the Federal Reserve 
System. European central banks fur- 
nished the idea, but by the time we 
were through with it, we set up some- 
thing vastly different. Restrictions on 
eligibility, for example, made the 
R. F. C. necessary as an emergency 
measure after a great deal of wreckage 
had already occurred. 


¢ 


ImMpRESSIVE words from Sir Charles 
Gordon, head of the Bank of Montreal: 
“During the year 1932 not a single 





depositor had to wait one moment to 
get his money from a Canadian bank.” 


¢ 


Many clearing house associations still 
balk at the idea of looking for duplicate 
borrowers, thinking that confidential 
information might get into the hands 
of their competitors. Here is a safe 
plan: Once a quarter each bank types 
the names of all borrowers on plain 
cards. When these are ready a number 
of employees loaned by the banks, 
and preferably not the regular note 
department people who have made up 
the cards, sort them into alphabetical 
order. When an individual’s name is 
found on more than one card, indi- 
cating a duplicate borrower, it is placed 
on a list that is furnished to each bank. 
If a banker notices the name of a cus- 
tomer in this list, it merely gives him 




















THE BURROUGHsS| 


the information that the party is | 
borrowing somewhere else than at his 7 


bank. If legitimate, the amount so 
borrowed should show in the cus- 
tomer’s statement. If not, 


inquiries are in order. 
¢¢ 


‘THese are good times, moreover, to 
check up closely on the borrower who 
pays his loan and in a few months 
comes back for more. It may appear 
that he has established his credit with 


~~ 


then 


Sie aed 


_ 


some other bank and that he borrows | 


from one to pay the other, while still 
apparently “cleaning up his indebted- 
ness once a year.” In actual fact such 
a loan may be frozen solid. 


¢ 


“We've always done it that way” —a 
substitute for thinking. 








CANADIAN NOTES and COMMENT 





“CONSCIENCE MONEY" 


While a near term view of the last 
four years of business prostration and 
its accompanying distress may show 
but few bright spots, it is possible that 
historians in reviewing this period may 
record the birth of a new spirit of 
honesty, tolerance and mutual co- 
operation among citizens who pre- 
viously were too busy with material 
success to notice their neighbor’s 
trials. 

A small box of gold leaf with a note 
bearing the simple words “to help” 
was received recently by the minister of 
finance at Ottawa. The intrinsic value 
of the donation which was completely 
anonymous would not be great but 
the motive behind the gift was one to 
which the minister attached greatest 
significance. 

An envelope containing $200 in 
“conscience money” was thrown into 
a wicket of the customs’ parcel branch 
at the Toronto Union Station a few 
weeks ago. 

A Regina bank received $10 through 
the mail from an anonymous donor 
with a note reading “One of your clerks 
gave me ten dollars too much some 
years ago.” 

A Stratford, Ontario, citizen recently 
refused to take advantage of an 
exemption on his municipal income 
tax return stating “These are difficult 
times and I am willing that the city 
should tax me.” 

The department of finance at 
Ottawa a short time ago received 
$605.50 from an Ontario citizen who 
explained that it represented New 
York exchange on Dominion of Canada 


by G. A: G. 





bonds collected unknown to him by 
the bank. The citizen refused to 
benefit by the exchange rate and for- 
warded the difference to the finance 
department. 

A St. Catharines, Ontario, woman 
not only advised the department of 
finance at Ottawa of her refusal to 
accept any interest on her Dominion 
of Canada bonds but also returned to 
the department $82.50, being the 
amount received over a_ period of 
fifteen years on a $100 bond. ‘Please 
use the enclosed check to help pay the 
war debt or place in some govern- 
ment fund for the use of the Canadian 
people,’ she wrote. “If the majority 
of the people of the Dominion of 
Canada would follow my example, 
this depression would practically cease 
and the poor would not be such a care 
on others.” 

The above incidents combed from 
widely scattered points of the Domin- 
ion are rendered significant by their 
frequency and would indicate that 
there is a keener appreciation of 
national problems abroad and a higher 
code of business honesty in evidence. 


THE STAMP TAX 


At last all checks are to pay their 
share of taxes. The new Canadian 
budget provides for a stamp tax 
applicable to all checks of any amount 
with a minimum tax of three cents on 
each check. Previously, checks for an 
amount not exceeding $5.00 were not 
subject to the tax. 





tie 





MUNICIPAL FINANCING 





One Alberta town has gone into 


competition with the Dominion ol 
Canada and the chartered banks in the 
issue of currency. Evidently believing 
that the current business recession was 
being carried too far, officials of the 
town of Vermillion recently went into 
a ways and means committee and later 
came out with an interesting finance 
plan which according to the mayor's 
statement, “is an effort to arrest the 
downward flight of this devastating 
depression —a new departure, holding 
within itself possibilities of revolution- 
izing municipal finance.” The Ver- 
million plan in brief provides for an 
issue of $5,000 in post-dated checks 
of $1, $2 and $5 denominations. The 
checks which will bear the date, 
December 20, 1933, will be used to 
pay civic employees and it is under- 
stood will be accepted generally by 
local merchants in payment ol 
accounts. The town will also accept 
the checks in payment of services and 
taxes. To support the issue an ac- 
count will be opened in the savings 
department of a local bank and the 
checks will be covered dollar for 
dollar, the amount on deposit drawing 
interest at three per cent during the 
period the checks are in circulation. 
The reason for the town of Vermillion’s 
action is not quite clear, the mayor 
has stated that the finances of the 
town are in very healthy condition 
and their credit has never been ques- 
tioned. An _ explanatory statemen! 
announcing the issue however, says: 

‘Stagnation of business being due to 
a scarcity of circulating medium and 
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credit being controlled by the banking 
fraternity, any system which comes 
within the law and enjoys the con- 
fidence of the people can perform 
exactly the same function as _ legal 
tender.” The latter statement is 
interesting inasmuch as the Vermillion 
council appears to have made a dint 
in the cast-iron Canadian Bank Act. 
The issue of scrip is contrary to certain 
sections of the bank act but the 
statutes apparently do not directly 
refer to an issue of post-dated checks 
drawn on a chartered bank. 


THIS ALARM WORKED 


One of the fifty-nine branches of 
Banque Canadienne Nationale in 
Montreal was testing a_ burglary 
alarm. The signal was given and 
officials waited to see what would 
happen. Something did happen as 
follows: One carload of police in ten 
seconds, several small boys in nine 
seconds, two more carloads of police in 
ten seconds, the wailing of police 
sirens from all directions in about 
twenty seconds, a large crowd in thirty 
seconds and three additional carloads 
of police at twenty-second intervals. 
Bank officials felt justified in advising 
head office that the alarm appeared to 
be in good working order. 


CHATTEL MORTGAGES? 


Every banker some time or another 
in his experience has come in contact 
with the individual who conducts his 
borrowing operations on ““The end 
justifies the means principle.” This 
type of customer until he is discovered, 
will lightly append his signature to any 
legal document which is likely to 
produce a loan and will consider he has 
put over a smart one if he is successful. 
A rather salutary lesson for such 
parasites was enacted recently in an 
Alberta court when a farmer was 
charged with false pretenses in that he 
gave a worthless chattel mortgage as 
security for endorsing a note at the 
bank. It was shown that the same 
chattels had been mortgaged twice 
and the mortgagor did not even own 
all the chattels included in the mort- 
gage. The careless signer was con- 
victed and will have a year in jail to 
think up other methods for obtaining 
advances. 


A REVERSE IN TAXES 


“There’s a light still burning in the 
window for taxpayers but the illu- 
mination appears to be concentrated 
entirely in the Rural Municipality of 
Harris in Saskatchewan. While other 
taxing bodies are slipping their assess- 
ment machinery into high gear, Harris 
has stunned the rest of the Dominion 
With a reverse tax rate and instead of 
collecting taxes will pay two mills to 
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Your California items 
move swiftly through Bank of America. Night 
or day, they are routed direct to the point of 
collection — through any one of 410 branches 


of this statewide banking system. 


Availability of funds is increased through 
a substantial reduction in float. Frequently 
50 percent can be saved in collection time. 
As a result, capital turnover is more rapid. 
Business is completed more economically. 

Direct your California volume to Bank of 
America. 


BANK of AMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 
CALIFORNIA 


Head Offices in San Francisco 
and Los Angeles—the two 
Federal Reserve cities 


Bank of America National Trust & Savings 
Association, a National Bank, and Bank 
of America, a California State Bank, are 
identical in ownership and management 
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rate-payers out of surplus accumulated 
during the past twelve years. 


BUSINESS AS USUAL 


Canada’s reaction to the United 
States banking holiday had many 
interesting results. The “Business as 
usual” sign was hung out in all depart- 
ments of banking excepting certain 
foreign exchange transactions which 
were pretty well demoralized owing to 
the absence of quotations on the 
United States dollar in relation to the 
Canadian dollar. United States dollars 
were handled by Canadian banks dur- 
ing the holiday on a par basis with an 
understanding with customers that 
adjustments in exchange would be 
made on the resumption of normal 
exchange trading. During the latter 
part of the holiday, border banks which 
earlier had experienced a flow of 
American money found their United 


Federal 


accomplish very desirable results in 
that connection.” 

The Congressional Record indicates 
that applause followed the remark. 

The variety of guaranty schemes 
offered to Congress in bills introduced 
during March testifies to the wide 
interest in the subject. 


"THE chief measures in the Senate 
were those of Senators Fletcher, 
McAdoo and Vandenberg. 

While Representative Steagall was 
engaged in perfecting his bill of the 
last session as part of a comprehensive 
measure embracing sections of the 
Glass bill his guaranty bill as passed 
a year ago by the House was introduced 
in the House by Representative Luther 
A. Johnson of Texas. The state of 
‘Texas 1s one of the eight which have 
had deposit guaranty laws. 

Representative A. C. Shallenberger, 
who was governor of Nebraska when 
its bank deposit law was passed and 
who eighteen years later was appointed 
by another governor to investigate the 
causes of its failure, is the author of a 
guaranty bill. 

Other House members who have 
introduced measures embodying dil- 
ferent schemes include Representative 
Denver S. Church of California, who 
sponsors the McAdoo bill, and Repre- 
sentatives J. Will Taylor of Tennessee 
and Thomas A. Jenkins of Onio. 


Representatives Johnson, Shallen- 
berger and Church are Democrats 
while Representatives Taylor and 


Jenkins are Republicans. 

All of the bills are dilferent as to 
detail but some of them contain 
features similar to those of tne Steagall 


States dollar currency rapidly dwin- 
dling. In one large Canadian city a 
canvass of fourteen branches revealed 
only $53 of United States currency on 
hand. Canadian bankers generally 
were impressed with the efficient 
manner in which the United States 
administration and _ bank officials 
handled the problem. ‘‘As the Bank of 
Nova Scotia Review”’ for March says: 
“Canadians were conscious of two 
emotions —of warm admiration for the 
fortitude with which a trial so sharp 
and unexpected was faced by rich and 
poor alike in the United States —of 
mingled pride and satisfaction that 
their own financial machinery has 
continued to function smoothly, with- 
out interruption for a single hour!” 


THE 1934 REVISION 


When you are not bumping into 
someone connected with a_ taxing 


Guaranty of Bank Deposits 


(Continued from page 13) 


bill of the last Congress. In that bill 
a federal guaranty fund for a 100 per 
cent reimbursement of depositors of 
insolvent banks is created in charge of 
a federal bank liquidating board com- 
posed of the Secretary of the Treasury, 
the comptroller of the currency and 
three members appointed by the 
President. A fund of $500,000,000 
would be built up with about $150,000,- 
000 from tne Treasury, representing 


excess earnings of Federal Reserve 
banks heretofore paid by Federal 
Reserve banks in lieu of franchise 


taxes, $150,000,000 from the surplus 
of the Federal Reserve banks, $100,- 
000,000 by an assessment upon mem- 
ber banks and after one year further 
assessments of not to exceed $100,- 
000,000 annually. For the first year 
the fund would be doubled by an 
authorization to borrow $500,000,000 
from the Reconstruction Finance Cor- 
poration. Non-member state banks 
might come under the guaranty by 
subjecting themselves to the same 
assessments as the member banks, their 
soundness to be certified annually by 
tne state authorities. 

Senator Fietcher’s bill contemplates 
maintenance of a guaranty fund at a 
minimum of $300,000,000. Like the 
Steagall bill it uses the franchise tax 
payments heretofore made to the 
Treasury by the Federal Reserve 
banks. This money has actually been 
used over the years in the retirement 
of public debt. The Fletcher bill draws 
$100,000,000 from the surplus of the 
Federal Reserve banks and requires 
all member banks and non-member 
banks taking advantage of it to pay 
insurance premiums equal to _ five 


THE BURROUGHS 


department in Canada, you are collid- 7 
ing with a bank commissioner. These 7 
banking commissions appear to be 
either starting or finishing and are! 
getting bigger and better all the time, © 
A commission appointed by the Alberta ~ 
government recently completed an 
investigation of the Canadian banking 
system. A commission appointed by 
the Saskatchewan government is still 
investigating the Canadian banking} 
system and now —A Royal commission — 
appointed by the Dominion govern- 
ment will commence an investigation | 
into the Canadian banking system. 
It is understood that the Dominion 
inquiry will consider the pros and cons 
of arguments in favor of a central | 
bank and the personnel of the commis- 
sion will include international author- | 
ities on banking. All this committee 
activity is a prelude to the decennial 
revision of the Canada Bank Act which 
will come up in 1934. 


cents per $100 of average deposits 
quarterly. The fund would be admin- 
istered by a board consisting of four 
members appointed by the President 
and the comptroller of the currency, 
ex-officio. Like most of the guaranty 
bills it repeals the double liability 
provision applying to stockholders of 
national banks. It prohibits banks 
from paying interest exceeding 3% per 
cent on time deposits or 1 per cent on 
demand deposits. 


ENATOR McAdoo’s bill differs from 

most of the others in that it does not 
draw any funds either from the federal 
Treasury or from the Federal Reserve 
banks. It creates a depositors’ indem- 
nity fund consisting of assessments 
levied against member banks in pro- 
portion to their deposits in such 
installments as the Federal Reserve 
Board, which administers the fund. 
shall deem advisable until the fund 
equals 1 per cent of deposits of the 
system. This would mean a fund ol 
upwards of $300,000,000. The board 
may require such portion as it may 
deem advisable or all of the tax on 
national bank circulation to be covered 
into the fund in diminution of the 
amount required to be contributed by 
member banks. The board may re 
fund to banks any excess above 1 pel 
cent of annual deposits of the previous 
year. The board is given power t0 
remove officers and directors of mem- 
ber banks and replace them and evel 
may take over and operate the banks. 

Depositors in banks other that 
member banks may be indemnified 
under the McAdoo plan if such banks 
shall comply with conditions ané 
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| requirements to be prescribed by the 
Federal Reserve Board. 

While the McAdoo bill sets up 
machinery by which depositors are 
assured of reimbursement it is not, the 
California Senator points out, a govern- 
ment guaranty. 

“No dollar of the taxpayers’ money 
can be used under the bill to make 
good any depositor’s losses,” said 
Senator McAdoo, “but provision is 
made for the creation of an ample fund 
through assessment of the banks 
themselves out of which every depos- 
itor in a suspended bank will be 
immediately paid in full.” 

Under the bill of Senator Vanden- 
berg government funds are used but 
only time deposits are insured. It 
creates a federal time deposit insurance 
fund with the management vested in 
the Federal Reserve Board. The fund 
includes an appropriation of $125,000,- 
000 from the federal Treasury, one- 
fourth of the surplus of Federal Reserve 
banks as of July 1, 1932 and one-fourth 
of future earnings, and the payment 
of insurance premiums by the banks 
equal to one-eighth of 1 per cent of 
average time deposits for the previous 
twelve months. Depositors in closed 
banks would be paid 75 per cent 
of their time deposits immediately. 
Authority is given to increase funds 
available by the issue of bonds and 
other obligations to an aggregate 
amount of not to exceed the estimated 
future revenues for ten years. Non- 
member state banks as well as member 
banks might take advantage of the 
fund. 

Senator Vandenberg couples his 
insurance plan with a proposal for 
segregating slow assets of banks which 
have been in difficulties. 

“The plan would be to divide the 
assets of banks, liquid and slow,” said 
Senator Vandenberg in explaining his 
scheme to the Senate. “‘I would trustee 
those slow assets with the bank to 
administer itself. I would issue nego- 
tiable certificates of participation to 
the depositors against those impounded 
trust assets, and I would put an 


interest rate on the certificates in 
order to help keep them at par. 
[hen—and this is the important 


thing —I would dedicate all the earn- 
ings of that bank, if it took fifty years, 
to pay the face value of those certifi- 
cates, 100 cents on the dollar. Then I 
would open the liquid side of the bank 
to unlimited business; and I would 
put federal insurance behind those 
hew deposits and those live deposits. 
[ would have the confidence of the 
American people in that institution 
and I would give the depositor his 
maximum chance to recover his maxi- 
mum equity.” 

Representative Shallenberger’s bill 
creates a federal insurance fund admin- 
istered by the comptroller of the 
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Tuis FINE old New England Banking 
Institution founded in 1885 selects YORK 
Vault equipment for its splendid new build- 
ing. 


installations in New England, comprising 
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safe deposit boxes. 
Your bank, too, can 
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@ Advices of credit on income received from 
securities held for safekeeping. 
@ Advices of credit on incoming mail deposits. 
@ Mortgage interest and principal notices. 
@ Safety Deposit vault rent notices. 
@ Demand loan interest notices. 
@ Purchase and sales tickets. 
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currency from which depositors of insol- 
vent banks would be paid in full. The 
fund would include the $150,000,000 
from the Treasury heretofore paid by 
the Federal Reserve banks in lieu of 
franchise taxes, $150,000,000 from the 
surplus of Federal Reserve banks and 
$200,000,000 additional in assessments 
upon member banks of which not to 
exceed $130,000,000 would be against 
demand deposits and not to exceed 
$70,000,000 against time deposits. 
The member banks might be assessed 
not to exceed $100,000,000 annually 
if necessary. Provision also is made 
for the payment by Federal Reserve 
banks of one-half of their net earnings 
hereafter into the fund. 

The bill of Representative Taylor 
provides that within ninety days all 
banks of deposit in the United States 
shall become members of the Federal 
Reserve System. While the right of 
Congress to make this requirement 
has been commonly challenged by 
constitutional authorities a_ recent 
opinion by Walter Wyatt, general 
counsel of the Federal Reserve Board, 
is to the effect that it is within its 
powers to create a unified banking 
system. All deposits in member banks 
would be guaranteed by the govern- 
ment, which would make 


up any 
deficit™ but would not contribute to 
the original guaranty fund. The 


method of raising the fund would be 
to place a tax upon depositors and 
borrowers of banks equal to one-fourth 
of 1 per cent. All net earnings of 
Federal Reserve banks above surplus 
requirements also would be paid into 
the fund. If the fund becomes insol- 
vent an assessment might be made 
upon member banks not in excess of 
1 per cent of net deposits per annum, 
any deficit thereafter to be paid from 
the Treasury of the United States. 
The bill of Representative Jenkins 
establishes in each Federal Reserve 
District a depositors’ guaranty and 
insurance fund. Each member bank 
would pay to the Reserve Bank in the 


THE 


district a percentage of average daily 
deposits every six months, the per- 
centage to start at one-fourth of 1 per 
cent in July 1933 and, commencing in 
July 1935, to drop to one-twentieth of | 
1 per cent. 
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BEFORE turning to permanent 

legislation Congress enacted a law 
extending to non-member state banks 
the privilege of obtaining loans from 
Federal Reserve banks as provided for 
member banks in the emergency bank- 
ing law. By this means the non- 
member banks were given access to 
the Federal Reserve ““Bank Notes” as 
distinguished from the gold secured 
Federal Reserve Notes. 

To obtain this privilege the non- 
member banks must undergo a thor- 
ough examination and also must 
comply with regulations applicable to 
member banks except that in lieu of 
subscribing to stock in the Federal 
Reserve Bank they shall maintain 
reserve balances during the existence 
of the indebtedness. 

The debate on the bill disclosed con- 
siderable doubt as to just how effective 
it would be. Some would have pre- 
ferred to have made it necessary for 
non-member banks to join the Federal 
Reserve System in order to obtain any 
of its advantages. The bill was passed 
and accepted by President Roosevelt 
and Federal Reserve officials on the 
plea that the interests of the depositors 
should receive first consideration. 
Without something of the sort it was 
contended that many non-member 
banks would be unable to survive. 

The bill also authorized the Recon- 
struction Finance Corporation to pur- 
chase capital notes or debentures ol 
state banks rather than preferred stock 
in states where holders of preferred 
stock are not exempt from double 
liability. It was also provided that 
the Reconstruction Finance Corpora- 
tion may sell preferred stock or capital 
notes and debentures of national and 
stale banks in the open market. 


Selling the Service Charge 


(Continued from page 15) 


resented and lose business for the 
bank. We almost leaned backward in 
our effort to set charges fairly. We 
studied each step to the last deci- 
mal. Our purpose could in fairness 
only be to impose a sufficient charge 
to earn us a profit at about the rate 
which experience has shown is reason- 
able in our type of institution. Over 
the years we have averaged about 
1 per cent profit on our total deposits. 
So we set this up as the profit yield 
which we should obtain on accounts. 

We have no sympathy with the 
banking creed which holds that service 
charges should repay the bank’s losses 


In writing to advertisers please mention The Burroughs Clearing House 


on poorly chosen investments and 
badly made loans. Service charges 


should remain in the operating depart- 
ment of the bank, should not be 
expected to cover mistakes in loans 
and investments. Operating and loan- 
ing are distinct functions. And if we 
should by faulty judgment incur 
losses on bonds and loans to the extent 
of 1 per cent of our expected prolits, 
there is no justification for trying to 
wring this from the small depositors 
in service charges. Rather we had 
better reform our loan and investment 
policies. 


A corollary is that service charges 
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> should not be set as high as the traffic 
will bear. 


If 25 cents is a fair base 
rate on a given type of operation, there 
is no good reason for setting the rate 
at $1, and consequently we can con- 
yince our customers that it is fair. 
But if we have the $1 rate, our explana- 
tions to our depositors will somehow 
not ring so true—and this will show 
itself in the reaction to our charges. 


WE have not simply rested on our 
oars since installing the service 
charge, nor do we feel that this would be 
sound policy. It is, of course, possible 
after installing a service charge sched- 
ule to announce to new customers and 
prospective depositors, ““There’s our 
schedule. Take it or leave it.” Yes, 
this is possible. But it is not advisable. 
For there is always, in any business 


relationship, the attitude of being 
arbitrary or the alternative of so 
setting forth a viewpoint that the 


other fellow accepts it and likes it. 

For instance, we advertise our 
policies. Because our business comes 
irom a considerable portion of the 
south side, and one of the Chicago 
papers has a Sunday section set up for 
handling sectional advertising, we 
advertise frequently in its south side 


section. Sometimes our copy is 
straight merchandising. But _ fre- 


quently it says, in effect, “‘We offer 
the following services. Our charges 
lor these services are thus-and-so. 
We solicit your business on this basis.” 
The first time we ran such an adver- 
lisement, we did not have even one 
new account opened by anyone who 
mentioned it. But we had this check 
of its effectiveness, that whereas our 
normal rate of opening new accounts 
was then running about eight checking 
accounts daily, for the Monday, Tues- 
day and Wednesday following we 
opened about fifteen daily, and the 
alte stepped up a notch to a higher 
level than before. The experience has 
subsequently been repeated. And 
these people do not need selling on 
our metered service charges. ‘They 
come in saying, “I understand that on 
an account like mine, which averages 
about $200, and draws about ten 
checks a month, you would charge 
about 40 cents a month and five cents 
lor each check over the ten free checks. 
I'd like to open my account here.”’ 
And we have regular “‘literature”’ in 
the form of pamphlets and other 
printed matter to explain our charges. 
For instance, there is one leaflet titled, 
“Explaining the Cost of Checking 
Account Service.” We hand this to 
each new customer who opens a check- 
mg account. It tells him a lot of 
Seneral facts bearing on the subject: 
[he way in which a bank can earn 
revenue from its deposits, the expense 
lactors which whittle away the greater 
share of the gross earnings, the large 


> Bank Paper 
Travels Fast 


p Checks leaving Chicago via Air Express 
at the close of the business day reach New 
York the next morning in time to meet 
the 10 o’clock Clearing House Deadline. 
Proportionately fast schedules link 85 
important cities over the country’s major 
air lines. Air transportation is supple- 
mented by fast rail connections with 
over 23,000 cities served by Railway 
Express. ® Special pick-up and delivery 
service available in leading towns enables 
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proportion of unprofitable accounts, 
the way in which checks and deposit 
items increase the expense against an 
individual account. 


HIEN the booklet devotes a large 

page to explaining how a bank can 
lose money on checking accounts, and 
cites the checking account of Mr. Doe. 
Mr. Doe has a January 1 balance of 
$55, he checks on his float, he main- 
tains a daily average of $125. The 
reserve required against Mr. Doe’s 
balance is explained, the earnings 
against the loanable balance are de- 
tailed. Then we show the expenses 
incurred for this account, including 
general overhead, and we end up with 
Mr. Doe losing us $5.96 for the year — 
which is an extremely generous show- 
ing for his account, as any banker 
knows who has ever done much 
account analysis. We finish up this 
sad case history by saying, “The 
obvious thing for Mr. Doe to do after 
he has been made acquainted with 
this situation would be to increase his 
average free balance to a point where 
it would be at least self-sustaining but 
this is, of course, not always possible.” 
And then comes an explanation of the 
theory of the metered service charge — 
which we call our “‘Per Item Service 
Charge’”’ in the interests of simplicity 
for the lay depositor. 
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banks to handle the transfer of valuable 
papers through a single transaction, and 
places shipments under the care of a single 
responsible organization from shipping 
point to destination. ® The new, re- 
duced rates extend that 
can be effected by using Air [xpress for 
the prompt dependable shipment of bank 
paper of all kinds. 
Express 


the economies 


The nearest Railway 
Agent can complete 
details of rates and time schedules. 


EAPRESS 


DIVISION OF 


supply 


INCORPORATED 





The back page of this pamphlet 
gives the bank’s schedule of charges 
on accounts up to $500 average bal- 
ance, with an explanation that business 
accounts and accounts averaging more 
than $500 are subject to individual 
analysis. This is important, too. We 
have had in the bank some extremely 
active large accounts which on analysis 
proved to be our worst money-losers. 
There was one, carrying an average 
balance above $35,000, on which we 
recently had to demand either an 
$80,000 balance or a service charge. 
There have been others almost as bad. 


WE make a periodic check of all our 
accounts to make sure that they are 
all paying their way. It is extremely 
easy for exceptions to creep in and 
remain exceptions, losing money for 
the bank for all time to come. In fact, 
there have been some _ institutions 
where receivers or the take-over bank 
have discovered that although there 
was a nominal requirement of balances 
and charges, there were so many 
exceptions that almost nobody was 
paying what he was supposed to. And 
I know, from our experience, that with- 
out vigilance this condition is likely 
to prevail in modified form in any 
bank. 
Our policy is to make every account 
pay its way, with the exceptions of 


In writing to advertisers please mention The Burroughs Clearing House 
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posture \ y,HATR 

POSTURE ! 
Correctly designed for typists, office 
workers and accounting machine 
operators. Reduces fatigue, promotes 
health and efficiency, increases pro- 
duction. Has all-metal construction 
and is equipped with removable cush- 
ions, ball-bearing swivel and noise- 


less casters. The seat and back are 
easily adjusted to fit the individual. 


Ask the nearest Burroughs office for 
more information or descriptive folder. 





BURROUGHS ADDING MACHINE COMPANY 


DETROIT, MICHIGAN 
Burroughs Adding Machine of Canada, Limited, Windsor, Ontario 











THE BURROUGHS 


church accounts, charitable organiza- 7 
tion accounts, and a very strictly 7 


limited small class of other organization 
accounts. So we periodically check 


over every account in the bank in its. 


relation to service charges. Each 
time we check it, we are shocked to 


. ° ' 
discover how many exceptions have | 


somehow crept in since last time. It 


is sO easy, you know, to make an} 


exception here and another there, in 
the assurance that these will be of 


little aggregate importance. Mean-| 


while everybody else in the bank is 
doing the same thing, and the total 
runs into important figures. One time, 


when we had not made this check-up | 


for an unusually long while, we 
actually nailed accounts which have 
since been yielding metered service 
charges at the rate of $13,000 a year. 


few years ago when we analyzed 

our accounts, we found that 85 per 
cent of them were unprofitable. Today 
every one, with the tiny group of 
exceptions already confessed to, pays 
us a net profit —not large, but fair by 
any standard, whether the bank’s or 
the customer’s. All told, we last year 
took in $45,000 in assorted service 
charges. 

But the best of it is that our cus- 
tomers are not annoyed, or harassed 
by the charges. They have been sold 
the idea over a term of years, by a 
bank staff of officers and employees 
themselves 100 per cent sold on the 
basic idea of service charges and on the 
absolute fairness of the charges we 
impose. They have not had these 
charges imposed on them roughshod, 
but in each instance it has been done 
with due consideration for the cir- 
cumstances and the personalities in- 
volved. 

We believe that it would be difficult 
to find a dozen among our customers 
who are short of fully believing in our 
charges. And since we have among all 
our departments something over 20,000 
accounts, that is not a record to be 
sneered at. 

It is all so easy, after all, when you 
set about it in a common-sense mannel. 
First make sure that your charges are 
absolutely fair. Then make sure that 
your staff believes in the idea and in 
the fairness of the charges. Then go 
forward, a step at a time, until all 
doubt has been swept away by the 
flood of successful experience. 

When this has been accomplished, 
everybody will be better satisfied than 
before. And not the least among these 
will be the stockholders of the bank, 





who, instead of giving away theif 

money in the form of involuntary 
charity which is not appreciated be- 

| cause not recognized by the recipients, 

| now get the money in the form o 

| dividends or of increase in the bank’s 
capital worth. 
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CLEARING HOUSE 


The Emergency Currency 


(Continued from page 9) 


as it has not, in itself, influenced the 
price level. 

Undoubtedly the indiscriminate 
distribution to privileged groups of this 
or any other form of currency would 
have had a tendency to increase prices 
and this use of money would have been 
inflationary but it is evident that 
official Washington, as represented by 
the present administration, has not for 
a moment considered such a method 
of bringing about “‘better times.” 

It is reasonable to assume that banks 
will use Federal Reserve Bank notes 
only to offset shrinkages in deposits. 
Consequently the retirement of the 
new notes should be in direct ratio to 
the return of confidence in banks. 

One thing is certain—the man on 


the street believes that as long as 
Uncle Sam is back in the banking 
business he intends to look out for his 
investments; and that eternal vigilance 
means safety for everyone. 

Federal Reserve Bank notes have 
already played a large part in the 
reconstruction program — psychologi- 
cally at least. The issue was widely 
publicized and it is interesting to note 
that for the first time in many years 
the national Treasury permitted pic- 
tures to be made of the actual manu- 
facture of currency in the Bureau of 
Engraving and Printing. Possibly this 
publicity and the suggestion of un- 
limited quantities of available money 
that it carried had as much effect as 
the currency itself. Who can say? 


When the Correspondent Defaults 


(Continued from page 17) 


could enforce this liability against the 
Bbank. The legal status in such cases 
turns on what is known as the lex loci — 
the law of the place of location. In the 
collection of checks and notes, this 
means simply that where an item 
passes through a chain of successive 
correspondent banks, the liability of 
each bank is determined by the law of 
the state of its location. 

While the Massachusetts rule re- 
lieves forwarding banks of liability for 
loss resulting from the default or 
negligence of their correspondents, the 
bank through whose fault the loss 
occurred is itself liable —either to the 
original depositor or to its immediate 
principal, according to the rule of the 
particular state. Substantially, all 
the Massachusetts rule means is that 
forwarding banks shall not have to 
shoulder the losses resulting from the 
tortious acts of their correspondents 
or subagents, over whom in the vast 
majority of cases they have absolutely 
no control. 


T is easy to see how loss on a collec- 
~ lon item can occur through the 
insolvency of one of the correspondent 
banks, as was shown in an illustrative 
case cited above; but to define, specif- 
ically, all the acts and omissions of a 
correspondent bank that might become 
the basis of liability, is virtually 
Impossible. The test of liability in 
each case is whether or not there was 
an “‘absence of due care under all the 
circumstances.” Familiar examples 
of negligence on the part of cor- 
respondent banks are: 

Failure to protest a foreign bill of 
exchange, whereby the depository 
ank’s customer loses his right to 


hold the parties secondarily liable; 

Acceptance of the drawee bank’s 
draft in lieu of cash, where the drawee’s 
draft is ultimately dishonored because 
of insolvency; 

Delay in presentment, whereby the 
item which could have been collected 
if presented with proper promptness, 
remains unpaid because drawee bank 
closes or drawer’s account is garnisheed 
or for any other reason effective against 
the item as a result of the delay. 

The general bank holiday, and 
the closing and restricted operation of 
banks by legislative authority or 
executive proclamation in various 
states, lend extraordinary emphasis, 
just now, to the problem of what 
constitutes a default on the part of a 
correspondent bank. That litigation 
will be pending in the courts of many 
states to determine questions of lia- 
bility in transactions affected by the 
extraordinary situation through which 


banks have been passing, goes without - 


saying. It is difficult to see, however, 
how the closing of a bank in response 
to command by legally constituted 
authority could possibly be construed 
as a default. A bank that was closed 
by a general bank holiday, but failed 
to reopen because of its unsound 
condition, is in a somewhat unique 
status. The failure to reopen might be 
construed as a default in the sense of 
a failure or inability to function. 
Delay in presentment of an item to 
a bank that subsequently closed and 
did not reopen, may present a serious 
problem in many cases. If it appears 
that the correspondent bank could 
have collected the item if presented 
to the drawee bank promptly, but 
through delay in presentment failed 
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@ Nearly half the 1600 rooms at the 
William Penn Hotel have now been 
reduced to $3.00 and $3.50. ANEW 
DEAL for everybody! The same ex- 
cellent service, the same luxurious 
appointments, at Pittsburgh’s finest 
hotel. All rooms with bath. Under 
management of Eppley Hotels Co. 


HOTEL 


WILLIAM PENN 


PITTSBURGH 


Also the FORT PITT HOTEL—good 
rooms from $1.50; with bath $2.00 











Expert Hold-Up Men 
Don’t Gamble With Padua 


(THEY know that the ease and certainty 
with which an alarm can be given 
with Padua Foot Units creates too great 
a risk. That is why they pass up the 
Padua-equipped bank. Let us explain 
how you can have 
Padua Foot Units 
with your present 
protection system. 





Lift of foot sets off the alarm 


PADUA Hold-Up Alarm Corporation 
114 Seneca Street Cohoes, N. Y. 

















to collect because the drawee bank was 
in the meantime closed, there seems 
little doubt that the courts would 
construe the presenting bank negligent 
and therefore liable for the loss on the 
non-collection of the item. 


ANOTHER group of interesting cases 

from the collection viewpoint that 
will doubtless come before the courts 
ere long, are those in which the 
correspondent did not have an opportu- 
nity to present the item to the drawee 
bank before the inauguration of the 
bank holiday or other closing. It 
would seem that the correspondent 


(Continued on page 32) 
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PAYING ON |: 


UNCOLLECTED FUNDS 





A record of uncollected funds is printed directly on 
the customer’s ledger during the posting operation 
by the latest Burroughs Bookkeeping Machine. No 


special effort or separate operation is required. 


Since this neat, legible record is instantly available 
on the ledger, it eliminates searching in other 


departments for the necessary information when a 





check is presented for payment. It also enables 


the bank to avoid unauthorized loans caused by 


paying against uncollected funds. ‘ 


Besides furnishing this valuable record the latest 





Burroughs Bookkeeping Machine posts, proves and 
journalizes in one operation and has many new 
time- and labor-saving features. Call the nearest 


Burroughs office for further information. 


BURROUGHS ADDING MACHINE COMPANY .. DETROIT, MICHIGAN 
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} In Account With Jonn Doe 
is\ @ 220 Main St. 




















Ck | DATE | og | DEPOSITS | Se eee DATE BALANCE 
_s - Due Day Amount 
MAR 30 "33 4,000.00 a MAR 30 "33 4000.00 
5 ' 64.5 O— APR 333 O6—- APR 333 3,863.39 % 
5 APR 7°33 O4=— 1,250.00 10 800 APR 7 "33 5,03 8.35% 
5 400.0 0= 06= 
io § APR1 0 33 .O4— APR1 0 "33 438 525% 
2 75.0— APR15%3 O6— 2500.00 18 2,000 
| 19 300 APR15 33 5,68519% 
3 10 0.09=— 06= 
95 &§ APR1i9%3 O4— APR1 9 "33 30000% 
APR 2 4 *33 5,000.00 28 4,600 APR24 33 530000 








FIRST NATIONAL BANK e0-1 






Fan a ey PG 


The ledger shows that the cus- 


tomer’s balance is $5,300 of which 
$5,000 was deposited on April 24. 
e . Pay To THE 
ORDER OF_ 


The uncollected funds column tells, ‘SO- go 
at a glance, that $4,600 of the April Pa Fer 
24 deposit will not be collected until 


Ao 
: S 
April 28. Thus the collected bal- Aetey (a> DD 
ance on April 26 is $700, instantly x a reg £ , a5 OLLARS 


warning the bank that payment of 











the $4,500 check is possible only by 
paying against uncollected funds. 
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Manufacturers of ACCOUNTING MACHINES .~ ADDING MACHINES 
STATISTICAL MACHINES . TYPEWRITER BOOKKEEPING MACHINES 
TYPEWRITER BILLING MACHINES .~ CALCULATING MACHINES 
CASH REGISTERS . TYPEWRITERS ,. CORRECT-POSTURE CHAIRS 
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The Kelly Metered Service Plan 


Sirs: I think you will be interested in 
learning that since the President’s mora- 
torium I have had quite a number of letters 
from and personal conversations with 
interior bankers who heretofore have 
hesitated to charge for any of their services, 
but who now ar wes that they are putting 
this metered plan into effect, and are now 
thoroughly sold on the idea. 

Leo D. KEL Ly, Vice-president, 
Mercantile-Commerce Bank and Trust 
Company, Saint Louis, Missouri 


a * 


Our Far Flung Field 


Sirs: Motoring through the hinterland 
of South Africa I stopped at the bank in a 
little railroadless, sun-baked, treeless village 
to inquire as to routes. The manager, 
interested in my being from America, 
asked many questions about that country 
which he had never visited. “‘But,” said 
he, “‘I know a great deal about your banks 
for I read every month one of your financial 
magazines, The Burroughs Clearing House. 
Taking me to the vault he showed me a 
file of the magazine for three years. ‘“‘We 
get many British publications, for this is a 
oxranch of a London bank, but your 
country’s magazine is the most interesting 
that comes to me,” he added. 

C. M. HarGer, 
Abilene, Kansas 


Well Liked 


Sirs: We are pained to learn of the 
death of your former brilliant editor, Mr. 


Shryer, so well known and esteemed, as he 
was, by a very wide circle in the banking 
fraternity of the United States. In extend- 
ing our sympathy to the official manage- 
ment of The Burroughs Clearing House, 
may we ask further that the same be 
extended through you to Mr. Shryer’s 
family. 


CHARLES N. Evans, Assistant Cashier, 
The Fifth Third Union Trust Company, 
Cincinnati, Ohio 


Note: The publishers wish to acknowl- 
edge here the many letters and messages 
of sympathy received from friends of Mr. 
Shryer, and from readers of The Burroughs 
Clearing House. All of these messages 
have been turned over to Mrs. Shryer. 
They touched her deeply, and she wishes 
us to acknowledge her appreciation of the 
kindness which prompted them. 


Commends Field Warehousing 
Article 


Stns: We have read in your February 
issue a masterful article by Mr. George C. 
Dreher, Vice-president, First Wisconsin 
National Bank, Milwaukee, concerning 
commodity loans. Many such treatises 
have come to our attention, and we, 
ourselves, have written some articles on 
the subject. Frankly, we view Mr. 
Dreher’s writing as one of the best that it 
has been our pleasure to read. 


T. S. Jackson, General Manager, 
Field Warehousing Division, 
St. Paul Terminal Warehouse Company, 
St. Paul, Minnesota 


Experimenting in Non- 
Experimentation 


Strs: President Roosevelt has won the 
confidence and hearty support of the 
people. He is apparently a man of action 
and we have reason to believe there are 
better days ahead for the farmer. I hope 
he will not nullify his splendidly begun 
reconstruction confidence with some experi- 
mental, misnamed “Farm Aid.” The 
bona fide farmer does not want it. We 
ourselves are responsible for the welfare 
of 3,500 farming people who are our tenant 
families. An increase in grain prices is 
vital to our tenants and to us. I hope it 
will occur to President Roosevelt, before 
it is too late, to experiment with “non- 
experimentation,”’ which has not been triea 
for a decade. 


C. J. CLAsseNn, President, 
Farmers National Company, 
Omaha, Nebraska 


Whittle Away 


Sirs: I saw in your December issue of 
The Burroughs Clearing House a_ notic. 
sent to loan customers called Whittling 
Can this be used by any bank or must we 
get permission? To our mind this is a very 
good piece of material to command the 
attention of borrowers. 

B. O. Murpuy, Cashier, 
The South Dorchester Bank, 
Wingate, Maryland 


Note: We have been unable to locate 
the name of the bank originating this 
excellent reminder. We are sure, however, 
they would have no objection to your 
reproducing this piece. 


When the Correspondent Defaults 


bank has discharged its duty if it 
presents the item to the drawee bank 
promptly upon the reopening of the 
drawee bank. Where the drawee bank 
does not reopen, the liability of the 
presenting bank will rest upon the 
question of fact as to whether or not 
there was sufficient time within which 
the correspondent bank could and 
should have presented the item for 
collection to the drawee bank before 
the latter closed. 

Banks anxious to relieve themselves 
of the liabilities imposed by the New 
York rule and the Federal rule in the 
handling of collection items, will do 
well to take a hint from the policy of 
the Federal Reserve banks in that 
connection. By regulation the Federal 
Reserve banks assume no _ liability 
except for their own negligence and 
their guaranty of prior indorsements; 
and by further and very broad regula- 
tions they disclaim liability for loss 
resulting from the failure of any collect- 
ing agent to remit or to realize upon 


(Continued from page 29) 


any draft accepted in payment of the 
item forwarded for collection. These 
Federal Reserve Bank regulations, 
however, do not relieve banks for- 
warding collection items through 
Federal Reserve banks. 

Any bank undertaking to collect 
checks and notes may, regardless of the 
liability imposed by the law of its 
home state, limit its responsibility by 


agreement with the depositor. (Ex- 
change National Bank vs. Third 
National Bank, 112 U. S. 276.) One 


way of doing this is to print in the 
pass book or other deposit receipt a 
notice or stipulation setting forth the 
terms under which collection items 
payable out of town are accepted. 
Such notice should be thoroughly 
comprehensive. In one very important 
transaction, for example, the following 
notice was found to be insufficient to 
protect the depository bank: 
“Collections are accepted by us 
only upon the express condition that 
no responsibility is assumed by us for 


any failure or delay in collecting or 
remitting.” (Isler vs. National Park 
Bank, 239 N. Y. 462.) 

The Court stated, however, that : 
notice in the following words woul 
have afforded the bank full protection 

“In receiving and forwarding paper 
outside of this city, this bank acts only 
as your agent, using its best efforts in 
selecting its correspondents, and will 
assume no responsibility except for its 
own acts.” (McBride vs. Illinois 
National Bank, 163 N. Y. App. Div. 
417, 419.) 

The effect of such an agreement 
with the depositor at the time the 
collection item is received, would be 
to reduce the liability in any event to 
that imposed by the ordinary opera- 
tion of the Massachusetts Rule. It 1s 
doubtful whether a bank could by 
notice to depositors escape liability 
for losses resulting from its own 
negligence, but certainly it has a right 
to specify that it is not to be held for 
the faults of others. 


PRODUCED IN THE BURROUGHS PRINT SHOP 
AT DETROIT, MICH., U.S.A. 4070-5-33 

















